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SUMMARY 

Chapter XIL— Indian Prices, Page 291 

1 86!-! 905, Prices gradually rose. This was chiefly due to the rise 
of the export trade. But prices were still subject to seasonal fluctuations. 

1 905-1 9 1 4, Prices rose continuously and rapidly (‘famine prices 
without famine '). The rise of prices was connected with the gold exchange 
system. Before 1893 hoarding and melting accounted for about 45-50 per. 
cent of the coinage. When the rupee became a token coin, the melting of 
rupees ceased and gold was preferred for hoarding purposes. The rise of 
prices became very marked after 1 905 ; in the triennium 1 905-06 to 1 907-08 
the total net coinage of silver exceeded the total net coinage in any period of 
five years before the closing of the mints. 

1914-29, All prices rose during the Great War but those of exports 
rose to a smaller extent than the prices of imported goods. The reason was 
shortage of imports. Currency inflation on an extremely modest scale as 
compared with European countries also assisted the rise of prices. 

Prices reached their highest level in 1920, after v/hich they fell. The 
prices of post-War years were inflated. Between 1920-21 and 1929-30 net 
withdrawals of currency amounted to 86 crores. 

Prices since 1929, From 141 in 1929 the Calcutta index (annual 
average, July 1914=100) fell to 87 in 1934. The index rose steadily 
thereafter to 102 in 1937, but fell to 95 in 1938* The effects of the 
heavy fall of prices may be thus summarised: 

(i) Agriculture has become unremunerative over a large part of the 
country, (iz) the result in the case of the tenant is that he works almost entirely 
for the benefit of the landlord, (zzz) the burden of rural debt has increased 
beyond the capacity of the borrower to pay, (iv) the burden of Government 
dues has become intolerable, (v) the agriculturist suffers specially because 
what he buys is dearer and what he sells is cheaper than before, (yi) the 
country as a whole is a loser since it has to part with a larger quantity of 
primary products to obtain a given quantity of manufactured imports, and 
(viz) imports have been paid for to an amount over 321 crores by the 
export of gold. 

Chapter XIIL— The Crisis. Page 311 

The Crisis, which began with the heavy fall of prices in 1929, was 
different from the ordinary conjunctural crises. The. crisis was world-wide. 
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There is not much evidence of an extraordinary or universal boom, preceding 
the depression. There was an improvement in some countries and a recession 
in others and the degrees of improvement or recession in different countries 
were different. Boom conditions, however, did exist in the United States 
in 1928 and 1929. There was no great rise of prices but business profits 
increased on account of the fall in costs of production made possible by 
technical progress. Easy credit was largely utilised for speculative purposes 
and when discount rates were raised by the Federal Banks, there was a 
stock exchange crash. 

The fall of agricultural prices made it difficult for agricultural countries 
to pay their debts, and their gold reserves began to disappear. Before the 
abandonment of the gold standard by England, Urguay, Argentine, Australia 
and Mexico had already suspended the gold standard officially. The 
currencies of six other countries had also depreciated in relation to gold. 

The immediate cause of the abandonment of the gold standard by 
England was the drain of gold. The weakness of the Creditanstalt (Austri- 
an bank) in 1930-31 had repercussions in Germany whose short-tern 
indebtedness was very considerable. Relief was given to Germany by the 
‘ Stand-still Agreement,’ but the panic spread to England and the Bank of 
England began to lose gold. The drain of gold ceased only with the 
suspension of the gold standard. 

England’s return to gold in 1925 was a mistake and, in view of her 
declining exports, quite apart from the drain of gold in 1931, it vi^ould 
have been impossible for England to remain on the gold standard much 
longer... , , 


Chapter XIV. — ^The Crisis (contd.) Causes monetary and 
NON-MONETARY, Page 330 

There is no agreement among economists regarding the causes of the 

crisis. 

The monetary explanation runs as follows. The War made France 
and the United States creditor nations. They insisted on payment in gold 
and ‘ bottled up ’ the gold they received. The blame for the crisis thus rests 
on these two countries. But high authorities like Rist (France) and Irving 
Fisher (United States) take a different view. The situation in the gold- 
losing countries might have been met by economising the use of gold or 
‘ slimming the Golden Calf ’ (Withers) . The Golden Calf, however, was 
not slimmed. 

The non-monetary explanation lays emphasis on over-production. 
Indisputable evidence exists to show that the agricultural revolution altered 
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the whole structure of world supply and world demand in the ease of wheat, 
cotton and other primary products. The industrial output of the world was 
also rapidly expanding— attention may be particularly drawn to the growth 
of ‘ coloured ” capitalism. The true explanation of the crisis lies in 
structural over-production rather than in conjunctural expansion. 

It is not possible to frame monetary policies so as to counteract the 
effects of fundamental structural alterations in supply and demand. 

The fall in the price of silver reduced the purchasing power of silver-using 
countries. But the purchasing power of India depends more on commodities 
that she produces and sells abroad. In any case, the loss of purchasing 
power on account of the fall in silver was more than counter-balanced by 
the sharp rise in the price of gold. 

The high level of taxation in many countries retarded the adjustment 
of industry and commerce to the new conditions of competition. 

The rise of national economies ( Autarkie) is largely the result of the 
depression. It is an attempt by each country to safeguard its own position. 
The protection of agriculture in the industrial countries of Europe inevitably 
reduced their demand for the produce of agricultural countries. 


Chapter XV. — Recovery, Page 366 

The worst year of the depression was 1932-33, after which there 
began a gradual revival of trade and industry. The recovery has not been 
steady and continuous; it has been marked by ‘notable set-backs.’ The 
year 1 936 was ‘ one of rapidly expanding production and of equally grow- 
ing optimism.’ Progress continued until the first quarter of 1937, when 
signs of another depression became noticeable. 

Hi - F acton of Exjansion: (1) An attempt was made to re-adjust supply 

to demand by controlling production. The supply of primary products was 
restricted. In addition, national schemes were evolved for the combined 
regulation of imports and internal production in many countries; the output, 
sales and prices of many manufactured commodities were regulated by means 
of national and international cartels. 

(2) A second factor in recovery was currency depreciation. The 
devaluation and depreciation of a number of currencies created a difficult 
situation for the Gold Bloc. The method of self-castigation (deflation) 
was tried by Italy, Germany, Belgium, France, Holland, but without relief. 

^ In the end Belgium devalued her currency and the conclusion of the 
Tripartite Currency Agreement between France. England and the United 


XXIII 


INDIA BEFORE AND SINCE THE CRISIS 


States iE Sept 1936 was followed by devaluation in Switzerland, Holland 
.and Italy. ' 

When the Goveniment of India state that a lowering in the ratio would 
do no good to any body except Indian moneyed and speculative interests, 
they ignore the beneficial results of devaluation to which the currency history 
of the world in recent years bears eloquent testimony. 

(3) Re-armament expenditure (estimated at £3,000,000,000 for the 
whole world in 1936) generated employment and incomes. 

(4) National recovery has been helped by the new methods of trading, 
that is, trade agreements, monetary and quantitative restrictions applied to 
international buying and selling, bilateral trade and clearing systems. 

Industrial recovery in India is shown by the growth of industrial profits, 
increase in the value of variable yield securities and CapitaFs index of industrial 
activity. The causes of our industrial recovery are mainly two: protection 
and Government patronage of Indian industries. 

There is not much evidence of agricultural recovery. There has been 
some slight change for the better, but no marked rise in the prices of staples 
of export has taken place. India cannot rely on a growing foreign demand 
for her exports. The present situation is far from satisfactory, and the 
future of Indian agriculture is gloomy. 


Chapter XVL^ — Economic Pjlanning, Page 382 

Economic planning is winning adherents every where: The present 
is characterized by planless control and regulation as the past was by planless 
freedom and individual choice; the future will be characterized by planned 
development of the economic system (Sombart). 

At the end of 1938 the Indian National Congress appointed a 
Planning Commission, which has started collecting statistical data. But real 
planning in India under existing conditions is impossible: (i) Economic 
planning without political power has little chance of success, {it) A 
central authority is needed for planning. The Government of India is the 
proper planning and co-ordinating authority and the Government of India is 
not a responsible Government (m) It is extremely improbable that India 
will be allowed a free hand in fixing exchange at a lower rate or in further 
raising the tariff wall, (fb) Certain industries, e.g., ship-building cannot 
be developed without discriminating against British interests, which is not 
permitted by the Constitution Act. (v). Congress and non-Congress Pro- 
vinces and the various political parties will not be easily persuaded to work 
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together. (i?i) It is doubtiFuI if India possesses a sufficient number of moi 
with the requisite technical ability to evolve a plan and to execute it 

Planning in essence is the control and direction of the whole economic 
life of a country for the realisation of pre-determined aims, e.g., increase 
of production, abolition of unemployment, raising the standard of. .life of the- 
people,. 

Planning is easy when the State owns all instruments of production 
and is the sole employer. 

In Italy and Germany, private enterprise has not been abolished 
formally but it is subject to the severest regulation. In fact, private 
enterprise in Italy and Germany is not free — it is subject to ^ a very advanced 
degree of government regimentation.* In Soviet Russia foreign trade is a 
State monopoly, but both in Italy and Germany nothing can be exported 
or imported without the permission of the State — there is both monetary 
and quantitative restriction of foreign trade. The State fixes all prices m 
Russia. But price determination is not left to the free play of competitive 
forces in Italy or Germany either. There is very little of free ccmipetitioa 
left in these Fascist countries, whether in agriculture or in industry. 

The Corporate State in lialp. The Italian nation is regarded as an 
^ organism * with aims superior and more powerful than those of individuals 
or groups composing it. Italian fascism speaks of iaissez faire or the old 
liberal outlook, with contempt. A new conception of the State has arisen, 
the State that is all-in-alL 

It is evident that if a nation is to function as an ‘organism* or a 
unity in the economic, moral and political sense, the entire life of the 
nation must be controlled and directed by a central authority. A vast 
organisation has been set up in Italy, in the form of the Corporate State, to 
regulate economic life. 

The economic constitution of fascist Italy consists of four elements: 
syndicates, which may be called primary cells of the economic organism; 
federations, which are unions of syndicates; confederations, composed of 
federatiom as members; and Corporations, which are central unifying organi- 
sations. Above all, supervising the working of the whole economic hierarchy, 
is the Council of Corporations, with Mussolini as President 

Under fascism there is close co-operation between Government and the 
business world. As an economic system fascism may be described as a 
compromise between individualism and socialism. It is neither of the two 
completely, but it is something of both in parts. 

Labour is a social duty in Italy and strikes and lock^aits are illegal. 
The Labour Court is the organ through which the State settles labour disputes. 

Sodalisi Planning. The chief features of socialist planning are the 
following. The State owns and controls the means of production, including 
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lay, and IB consequence, the decision as to the quantity and quality of 
goods to be produced rests with the State or the plamiing machinery of 
the State. Competition is the chief regulator in the capitalist world, and 
the hope of profit its chief driving force. In a socialist economy the place 
of Competition is taken by deliberate selection. 

Those who plan production and those who direct the execution of 
the plan in a socialist economy must be men of the highest intelligence and 
character. Corruption and inefficiency in the socialist bureaucracy and 
impatience and lack of faith in the general public would be fatal to the 
success of socialist planning. 

Economic planning is not patch-work. It must be comprehensive, 
embracing all fields of economic activity, the whole of production and the 
whole of distribution. 

Economic planning cannot be sectional because economic life is not 
sectional The various aspects of our economic life are so closely intertwined 
that a national plan of reconstruction cannot neglect any without deforming 
the whole structure. 

Socialist planned economy is of a unitary character. In the domain of 
industry attention is concentrated on machine-making and development of the 
sources of power. In agriculture collective farming with power-driven 
appliances is the distinguishing feature. Production is on a large scale, or 
economic planning in the socialist State is on the basis of the machine, whether 
m agriculture or industries. 


Chapter XVIL— Currency and Exchange, Page 415 

1835-1893, Before 1835 a great variety of gold and silver coins 
circulated in different parts of the country. No less than 27 varieties of 
rupees were current in Bengal The circulation of several denominations of 
coins, whose value was constantly fluctuating, caused great inconvenience to 
the trading community. In 1835 the East India Co. made the silver rupee 
of 180 grains troy weight, 11/12 fine, the standard throughout British 
India. ■ . , 

In the same year, by the same Act, gold ceased to be legal tender. 
The coinage of gold, however, continued, and by a proclamation issued in 
1841 public treasuries were authorised to receive gold coins. Gold tended 
to accumulate in public treasuries, and the proclamation of 1841 had to be 
withdrawn in 1852. 

The fall in the price of gold consequent upon the discoveries of gold 
m Australia and California in 1849 increased the demand for a gold currency. 
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. Sir Charles Trevelyan supported tills demand. 'The Secretary of State,; 
however, was not, in favour of making the sovereign legal tender, but he per" 
rnitted public treasuries in 1 864 to receive and pay out sovereigns and half 
sovereigns for ten and five rupees respectively ; the rate was raised to Rs. 1 0«8 
and Rs. 5-4 in 1 868. Soon after the price of silver began to fall and the 
controversy regarding the introduction of a gold currency ended. 

The fall in the price of silver was probably due to the appreciation of 
gold' — gold production between 1873 and 1893 declined, while the demand 
for gold for industrial and monetary purposes increased. The fail in the gold 
value of the rupee (i) increased the burden of the Home Charges, (ii) 
tended to check the investment of foreign capital in India, {in) lowered the 
gold value of the salaries, paid in rupees, of the European employees of 
the Government, and (iv) made foreign trade a gamble in exchange. 

The fall in the gold value of the rupee, by itself, should have subsidized 
exports and penalised imports. But between 1873 and 1895 imports 
increased more rapidly than exports. This was due to the heavy fall in gold 
prices in this period. 

1 893-^1925, Attempts to stabilize the price of silver by international 
agreements having failed, the Government of India, on the advice of the 
Herschell Committee, closed the mints to the free coinage of silver in 1893. 
The idea was to raise exchange to 1 6d. and to stabilize it at that rate 
by Starving the circulation.* After falling to 12 5/8<i. in January 1895 
exchange gradually rose to about 16d. in 1898, The Fowler Committee 
re-examined the whole question in 1898. It recommended the adoption by 
India of the gold standard ‘with its normal accompaniment* a gold currency. 

1 he sovereign was to be made legal tender at Rs. 15 and a mint was to be 
opened in India for the coinage of gold. Profits on rupee coinage were., to 
be credited to a special reserve, called the Gold Standard Reserve, which 
was to be utilised for the maintenance of exchange. The Fowler Committee 
^ rejected Mr. Lindsay’s plan, the Gold Excange Standard. 

Eventually, while the sovereign was made legal tender, no gold mint 
was established. Our currency system developed along the lines of the gold 
exchange system between 1907 and 1914. 

An exchange crisis occurred in 1907-08 and in November of that 
year exchange fell below specie point. Exchange improved as soon as 
Government began to sell sterling bills on London and gave gold for export. 
Very little gold came out of ciculation for export in the crisis. The chief 
lesson taught by the crisis was that for the maintenance of exchange it was 
essential to maintain a strong gold reserve and to know how to use it; gold ia 
circulation was of little use for the purpose. 

The Chamberlain Commission (1913) found that “ It would not be 
to India’s advantage to encourage the use of gold in the internal circulation.” 
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Tliey xecoininended that Govemment should make a public notificatioa of 
their inteBtion to sell sterling bills in India at Is. 3 29/32d. whenever 
asked to do so to the full extent of their resources. The stability of exchange 
was thus to be guaranteed. 

The rise in the price of silver during the war put an end to the gold 
exchange system. The rupee ceased to be a token coin* The increase in 
the cost of production of rupees compelled the Secretary of State to raise 
the price of rupees, A contributory cause of the rise in exchange was the 
strong demand for rupees abroad owing to the heavy balances of trade in 
India’s favour. 

When a silver token ceases to be a token coin, it may be made a token 
coin again by (i) a reduction in the weight or fineness of its silver contents or 
(ii) raising its gold value. The Babington Smith Committee of 1919 recom- 
mended the latter course. Government attempted to stabilize the rupee at 
2s. gold in 1920, and later at 25. sterling. But the attempt failed, in spite 
of the sale of Reverse bills to the amount of £55,000,000 in 1920, sometimes 
at rates very much higher than the market rate. The fall in exchange in 
1920 was due to the heavy fall in the price of silver, as the rise during 
the war was due to the rise in the price of silver. A contributory cause 
of the fall was the adverse balance of trade in 1919-20 and 1920-21. 

Exchange continued to fall till 1922» It began to rise in 1923, and 
the average rate in the first 9 months of 1925 was 18d. gold. England 
returned to the gold standard in 1925. 

The Gold Bullion Standard. The chief feature of the gold bullion 
standard (reconunended by the Hilton Young Commission of 1925) is the 
convertibility of token money directly into gold bullion for all purposes— 
in theoiy. In actual practice the rupee will be convertible into gold for 
export only. The rates for the sale of gold by the Reserve Bank will be 
§0 fixed as to make it unprofitable to demand gold from the Bank except 
for monetary purposes. If the exchanges are stable, the Reserve Bank will 
not be called upon either to buy or to sell gold. In fact, the gold reserves 
of a Central bank are not meant to satisfy the non-monetary demand for 
gold. 

High currency authorities of the country submitted a Memorandum to the 
Hilton Young Commission in which they drew attention to the main defects 
of the pre-v/ar currency and exchange system. Some of these defects were 
removable: (i) the rupee was linked to sterling only and the system ceased 
to be a gold exchange system as soon as sterling depreciated, (u) Govern- 
ment were under no statutory obligation to sell gold or gold exchange at 
a fixed rate at a time of exchange weakness, and (in) the currency and 
banking reserves were controlled by different authorities. But there were two 
other defects which could be remedied only by the adoption of the gold bullion 
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or tlie gold currency standard: (1) the gold exchange system breaks down 
when the price of silver rises above the bullion par of the rupee, and (2) 
rupee circulation was not automatically reduced when Reverse bills were sold, 
but such decrease depended on the action of Government. It was argued 
in the Memorandum that the gold bullion standard was the ideal system, but 
that in India a full legal tender metallic currency was indispensable: II 
therefore a gold currency is not introduced, defects in the Indian currency and 
exchange system must remain indefinitely/* A practical scheme for the 
introduction of a gold currency standard by stages was outlined in the Memo- 
randum. But the scheme was rejected by the Hilton Young Gommission. 
r The 1 8d. Gold Rate. The Hilton Young Commission recommended the 

fixation of exchange at 18d. gold. The recommendation was given ejffect to 
in 1927. But, as is quite evident now, the rupee was considerably over^ 
yaked at this rate. 

It is true that the gold value of Rs. 1500 at 16d. gold per rupee 
is equal to the gold value of Rs, 1353 at 18d. gold. But all values for 
the cultivator are not gold values (e.g., the price of bullocks, the water-rates 
and the land revenue, payment for the services of villiage menials). The 
extra Rs. 1 67 mean greater purchasing power for the cultivator. 

It was thought that at 18d. gold Indian prices and costs had become 
adjusted to world prices and costs. That was the main argument of the 
Hilton Young Commission. But the Commission made no study of price 
fluctuations in the case of individual commodities. The Commission con- 
fined their examination to a study of index numbers of prices. Their exa- 
mination showed that from October 1924 to September 1925 there was 
a rapid and violent downward movement of the rupee price level which was 
not the reflection of any similar movement in world prices.” But world 
gold prices did not remain stationary during this period. Prices in the 
United States in Sept, 1925 were the same as in January, But in 12 
I, countries of Europe (including the United Kingdom) out of 14 there was 
a fall in gold prices. The explanation of the fall is ‘ increasing economic 
stagnation in most of the European countries* in contrast to the favourable 
conjuncture in the United States. Prices had been rising in 1924, and the 
rise was partly speculative. The fall of prices in 1925 was in some measure 
due to the reaction against inflated prices, and mainly to increased production. 

The downward movement of Indian prices was in sympathy with the 
world gold prices. In these circumstances all talk of adjustment of rupee 
prices to the 18d. gold rate was meaningless. 

Prices continued to faH after 1925, and the astonishing thing is that 
when we left the gold standard on Sept. 21, 1931, there was no rise of 
prices corresponding to the depreciation of the rupee in terms of gold. Prk^ 
did rise at first, but they fell again. 
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It is admitted that England’s return to the gold standard in 1925 was 
a mistake. We made a greater mistake in stabilizing the rupee at a rate higher 
than our pre-war gold parity. 

At present India is under the sterling exchange standard, which will 
be turned into the gold exchange standard (or the gold bullion standard) 
when England returns to gold. 

The £ is certain to be devalued. But it does not follow that devalu- 
ation that suits England must suit India. In currency matters we have bees 
slavishly following England during the past 1 5 years. We have no currency 
policy of our own. 

The Demand for the 16d. Ratio, The Government are determined 
to maintain the fSd. ratio. According to a Government communique (Dec. 
16, 1938), ‘a lowering in the ratio would do no good to any body except 
the moneyed and speculative interests.^ 

More fully, the official arguments against the lowering of the exchange 
ratio are the following: 

(1) It is far from certain that the currencies of the world have been so 

stabilized as to justify the proposed step. 

It is not suggested that the rupee should be immediately stabilized in 
relation to gold at i 6d. ( = 4*27 grains of gold) ; world political and 
economic conditions are not stable enough to justify devaluation of the rupee 
in this sense. But there is nothing in the prevailing mstability, whether 
political or economic, to prevent us from lowering the sterling value of the 
rupee, if such a course is otherwise considered desirable or necessary. 

(2) It is doubtful whether devaluation would stimulate exports, or 

raise the prices of agricultural produce. 

Assuming that prices remain as they are, a lower rate of exchange 
means a higher value in rupees for the same quantity of goods sold abroad. 
Unless other countries raise their tariff walls against us, a lower ratio would 
therefore tend to stimulate exports and increase our power of international 
competition. 

(3) The immediate prejudicial results are certain, viz,: 

(a) The consumer will suffer from a rise in the prices of imported 

goods, particularly cloth. 

The sufferers will chiefly be town-dwellers and the middle-classes. 
People in villages do not largely consume imported goods. In regard to 
cloth, imports are of very little importance— they are about 10 per cent 
of the total consumption of cloth. 

(b) sterling liabilities will increase, in the case of the Punjab by 

7 lakhs of rupees. 

Assuming that the present value of exports from the Punjab is 
£9.000,000 (it is probably more than this), and assuming that sterling 
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prices remain unchanged, the 16d. ratio would mean a gain of 1 50 lakhs 
to the Punjab. A great part of this increase would flow into the pockefe 
of the cultivators. In any case the gain of the Punjab cultivator from 
a lower ratio would far exceed the loss to the Punjab Government. The 
same is true of the country generally. 

(c) There would be much speculation in exchange with consequent 
harm to trade and industry. 

There is doubt and uncertainty about exchange now . Gold exports 
are dwindling and unless exports of merchandise increase miraculously it 
would be difficult to maintain the present rate, except by adding to the sterling 
debt and the dissipation of reserves. It would be better to end doubt and 
uncertainty by lowering exchange. Speculators would be active temporarily, 
but once exchange has been stabilized at 16d., normal conditions would be 
restored. 

It cannot be denied that the rupee is over-valued. Present stability is 
spurious stability. 

The 1 6d. ratio would increase the burden of the Home Charges by 
about 7 crores. The gain to the country would far exceed that sum, but 
the Government of India are naturally more concerned about their own loss. 

An attempt should be made to reduce the Home Charges so that 
reversion to 1 6d. does not add much to their cost. 

Attention may also be drawn to the action taken by certain countries, f 
Australia and New Zealand have kept their exchanges about 20 per cent 
below sterling level and the French Franc stands lower today (177 to the £) 
than it did before England went off the gold standard 124 (to the £)» 


Chapter XVIII. — Banking, Page 476 

The Indian money market consists of indigenous as well as foreign 
elements. The village money lender, the private banker in towns and shroffs 
in the Presidency towns form the foundation of the Indian credit system. 
On this foundation there has been erected a Western superstructure of crediL 
credit. 

The Exchange Banks finance our export and import trade, besides doing 
ordinary banking business. They collect on maturity the bills drawn on 
Indian importers for goods purchased by them. With the proceeds of these 
bills and the deposits received by them in India, the Exchange Banks purchase 
the exporters’ bills offered to them. They add to their funds by selling sterling 
to the Government. 
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growth if Indian joint-stock banb has been rapid. But still the 
number of banks is inadequate for our needs. 

The joint-stock banks used to keep very small cash reserves. The 
crisis of 1913 was due to lack of experience and partly to the attempt to 
finance industries with short-term deposits. 

Directors of Indian banks have yet to learn that banks exist to assist 
.trade and industry and not to finance the. Directors and their concerns. 

The village mahajan finances (i) agricultural operations, which is 
'financing industry and (ii) trade, which is a commercial function. Hundis 
are used in the internal trade of India. A considerable portion of the 
business of Indian banks consists in making advances against Hundis, The 
shroffs in the Presidency towns purchase Hundis on their own account. 

The Reserve Bank- Before the constitution of the Reserve Bank the 
Imperial Bank of India served as a kind of central bank. The Imperial 
Bank was founded in 1921 by amalgamating the three Presidency Banks. 

The Reserve Bank commenced operations from 1st April 1935. The 
Bank is a shareholders’ bank (the country would have preferred a State Bank), 
with a share capital of 5 crores, divided into fully paid-up shares of Rs. 100 
each. The Central Board consists of a Governor and 2 Deputy Governors 
appointed by the Governor General in Council, 4 Directors nominated by 
the Governor General in Council, 8 Directors elected on behalf of the share- 
holders, and one Government official nominated by the Governor General in 
Council 

The Bank may purchase, sell and re-discount bills of exchange and 
promissoiy notes (a) drawn and payable in India, maturing within 90 
days and arising but of bona commercial or trade transaction, (b) drawn 
and payable in India, maturing within 9 months, drawn or issued for the 
purpose of financing seasonal agricultural operations or the marketing of crops, 
and (c) drawn and payable in India, issued or drawn for the purpose of 
holding or trading in the securities of the Government of India, or a local 
Government, or specified securities of States. In each case one of the 
signatures must be that of a ‘ scheduled ’ bank. 

The Bank may not (1) engage in trade or otherwise have a direct 
interest in any commercial, industrial or other undertaking, (2) purchase 
its own shares or the shares of any other hank or company or grant loans 
upon the security of any such shares, (3) advance money on mortgage of 
immovable property, (4) make unsecured loans or advances, (5) draw or 
accept bills payable otherwise than on demand, and (6) allow interest m 
deposits or current accounts. 

The Bank has been entrusted with the management of public debt and 
with the issue of new loans. It has taken over the note issue from the 
Government of India. The Issue Department is wholly distinct from the 
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Banking Department Of ^ the total amount of assets, of the Issue Depart- 
meiii, 40 per cent sfiai! consist of gold coin, gold bullion or sterling securities. 
Of the assets in the form of gold or gold coin, 85 per cent shall be held in 
British India» The reserve requirements may be .suspended temporarily .on' 
the payment of a tax by the Bank upon the amount by. which the holding. of 
'gold coin, gold bullion and sterling securities is' reduced below the prescribed 
minimum. ■ 

Every “ scheduled ’ bank shall maintain with the Reserve Bank a 
balance the amoimt of which shall not any day be less than 5 per cent of 
its demand liabilities and 2 per cent of its time 'liabilities, in India. 'As a 
compensation for 'this obligation imposed on * scheduled ’ banks,' the Reserve 
Bank will rediscount bills of exchange and promissory notes only for ■ the 
'* scheduled ’ banks. 

The Bank will ordinarily only rediscount bills and promissory notes, but 
the power of direct discount, or open market operations, has not been 
wiiliheld from it. 

The rediscount facilities which the Bank provides are expected to 
impart a considerable measure of elesticity to the Indian credit system. ' In 
addition, the Bank is authorised to make loans and advances repayable on 
demand, or, within 90 days against the security of promissory notes of any 
“ scheduled * bank or provincial co-operative bank on, certain conditions. 

Indian joint-stock banks hold comparatively a small amount of bills. 
To encourage the use of bills the Banking Enquiry Committee recommended, 
among other things, a lowering of the stamp duty on bills, and standardiza- 
tion of customs governing the Hundis. 

In regard to exchange, section 40 of the Reserve Bank Act imposes 
an obligation on the Reserve Bank to sell sterling at a rate not below 1 s. 
5 49/64d. per rupee. It is the duty of the Reserve Bank to prevent 
exchange from falling below the lower specie point. 

Industrial Banking, In European countries there is a close relation 
between banks and industries. In India there are no industrial banks at 
all; the commercial banks do not provide finance for block capital, as a 
rule they finance trade. The banks do not possess technical knowledge 
necessary for valuing the assets of an industrial concern, and with their short- 
term deposits it is difficult for them to finance long-term industrial require- 
ments. The Central Banking Enquiry Committee recommended the esta- 
blishment in each province of a Provincial ' Industrial Corporation, with 
capital initially or permanently supplied by the Provincial Government. An 
ali-India Corporation was also to be established to co-ordinate the work of 
::Provinciak Industrial 

Industries are at present largely financed through the managing agency 
system. The managing agents raise capital from their friends and others. 
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attract private deposits and take loans and cash credits from banks. In 
certain Provinces the system has worked well, but it is not free from defects. 
The Banking Enquiry Committee suggested that direct relations should be 
established between industrial companies and commercial banks. 

Exiernal capital No precise figures are available showing the total 
amount of foreign capital invested in India. The paid-up capital of 
companies registered outside India but working in India in 1934-35 was 
^05 86,000,000. Probably the total amount of foreign capital in India 
exceeds 1000 crores of rupees. 

Under the existing political and economic conditions foreign capital 
cannot be kept out. The present policy is to make no discrimination between 
Indian and forign capital except when Government grants concessions to an 
industry; when definite pecuniary assistance, such as a bounty is granted to 
any particular undertaking, it is required that ( 1 ) reasonable facilities should 
be provided for the training of Indians, and (2) in the case of a public 
company, that (i) it should be formed and registered under the Indian 
Companies Act of 1913, (ii) it should have a rupee capital, and (iii) a 
certain proportion of the Directors must be Indian. 


Chapter XIX. — ^Agricultural Credit, Page 500 

The establishment of agricultural banks was recommended by the Famine 
Commission of 1901. The scwcar tended to grossly abuse his power. 

The Co-operative Credit Societies Act was passed in 1904 and amended 
in 1912. The amended Act covered Co-operative societies established for 
production, distribution or other objects (he., non-credit societies), divided 
societies into those with limited and those with unlimited liability (agricultural 
societies as a general rule were to be with unlimited liability), permitted certain 
unlimited societies to distribute profits and made provision for the higher finance 
^of the movement. 

Our first registrar sought to promote two types of societies, the ‘money- 
<deposit type " which had no share capital but operated with fixed deposits, 
and the ‘ Mianwali type,* whose capital was raised by grain subscriptions. 
Both these types had eventually to be discarded. The type of society which 
Ibecame popular in the Punjab was one adapted from the Italian system: 
members become shareholders by payment of ,LQ compulsory, annual instal- 
ments. No dividends are declared for 10 years when three-quarters of the 
profits are divided among the shareholders, the remaining fourth being trans- 
ferred to the reserve fund. 

Since 1904 the co-operative movement has made remarkable progress in 
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the Punjab and India as a whole, but, so far, co-operation has touched 
only the fringe of the problem of indebtedness. 

The Punjab leads the major Provinces, but even in the Punjab about 
14 per cent of the rural population is affected by the co-operative movement. 

Total loans and loan per member in the Punjab fell from 237 lakhs 
and Rs. 57 respectively in 1927-28 to 79 lakhs and Rs. 16 in 1932-33; 
in 1936-37 there was an increase in total loans to 97 lakhs and in loan 
per member to Rs. 19. These figures suggest that even co-operators are 
compelled to bo^w from the mahajan. 

Very useful work is being done by the co-operative department in the 
consolidation of holdings. The total area consolidated in the whole Pro- 
vince up to 31st July 1937 was about 800,000 acres. The advantages of 
consolidation are recognized and there is a brisk demand for consolidation 
even in villages where no propaganda has been carried on. 

The Punjab possesses 1 2 land mortgage banks, but their work has 
come to a standstill, ‘ their only activities being the collection of their dues/ 
Unless, says the Registrar, ** the rise in values comes soon, the banks may 
have to face considerable losses/’ 

The chief objects of land mortgage banks are (1) the redemption 
of land and houses of agriculturists, and the liquidation of old debts, (2) 
the improvement of land and methods of cultivation and the building of 
houses of agriculturists, and (3) the purchase of land in special cases. 

Loans are granted for longer periods and of larger amounts than those 
made by ordinary co-operative credit societies. 

In the case of land mortgage banks, as in that of ordinary credit 
societies, the problem of overdues is a serious one. The Reserve Bank 
insists on separating irrecoverable or frozen debt from the new business of 
societies. But co-operative societies are still waiting for ‘ the small turn 
of the wheel * which would enable borrowers to repay partially or in full 
what are regarded as ‘ bad debts/ 

Reserve Banl^ Report on Agricultural Credit A special department 
of the Reserve Bank is concerned with rural credit. A valuable report 
issued by this department in 1937 discussed the financing of agriculture. 
Drawing attention to the crushing burden of rural debt, the Report suggested 
that the debt must be reduced either in respect of the capital amount or 
the rate of interest, or both. Government should come to the assistance of 
both the debtor and the creditor. If the voluntary adjustment of capital 
and interest is supplemented by some form of direct or indirect Government 
assistance as regards payment, creditors generally will be prepared to accept 
very considerable reductions. 

The Report made it clear that agricultural paper which represented the 
renewal of bad loans, coming through co-operative banks, would not be 


XXXV 


INDIA BEFORE^ AND SINCE THE CRISIS 


discoiiHtedi by the Reserve Bank. Agricultural debts must be so reduced 
that the agriculturist can pay them out of the profits of agriculture within, 
say, 20 years. The irrecoverable portion will have to be written off. 

The following suggestions were made in the Report as to how 
co-operative societies should work in the future: (1) loans must be liniiled 
to cultivation finance, (2) there should be no over-financing or over-lending, 

(3) Loans which cannot be repaid in one year (e.g., for replacement of 
cattle) should not extend to say more than two years, and provision should be 
made for their repayment in equal instalments, (4)" all loans must be issued 
in instalments as money is required, not in one lump sum, (5) immediate 
steps must be taken to recover loans due, unless there is a crop failure. 

Farm Relief in Other Countries^ In India generally, and particularly 
in the Punjab, attempts are being made to relieve agricultural indebtedness 
without spending a pie of Government money, or almost wholly at the cost 
of the creditor. In other countries ‘the plans for the adjustment of debts 
have involved the Governments in financial operations often on a large scale*. 

Sig. Costanzo divides the States into three groups: (1) States that 
have taken radical measures aiming directly at relieving the farmers from the 
burden of their debts, (2) States that have endeavoured to assist debtors 
without affecting the interests of creditors, and (3) States that have helped 
the debtors mainly by indirect means without violating the principle of respect 
for obligations incurred. 

Radical measures ‘ have usually had results contrary to what was hoped 
from them.’ Sig.. Costanzo concludes that the results of drastic public 
interference in debtor and creditor relations are ‘ regrettable;’ it is advisable 
to assist debtors ‘ without too greatly sacrificing the creditors Pie also 
considers it essential ‘ to go to the root of the evil ’, that is to raise agricultural 
prices to a remunerative level. 

The following is a summary of measures of farm relief in different 
countries: 

1 . Reduction in capital debts (Bulgaria, Rumania, Yugoslavia, Brazil). 

(2) Reduction in interest (Germany, Italy, Switzerland and other 
countries) . 

(3) Postponement of debts (Poland and many countries). 

(4) Conversion of short-term into long-term debts (Italy, Estonia and 
other countries). 

(5) Payment by instalments spread over a long term of years (many 

countries) . ■ -Mx,.;:' 

(6) Protection against distraint (Grmany and other countries). 

(7) State assistance in the from of loans (Italy, Denmark, Sweden 
Latvia, South Africa, Australia, United States) . 

The Union of South Africa spent £33,000,000, on farm relief (which 
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included the writing olf the loans due by farmers to Co-operative credit 
societies). The Government of the United States spent much more. The 
Federal Land Banks in the United States issued farm loan bonds for the 
purpose of making new loans, or for purchasing mortgages, or for exchanging 
bonds for mortgages. Considerable sums of money were further provided by 
the State for re-financing any indebtedness of the farmer, for enabling him 
to redeem farm property, and other purposes. 

In the Bhavnagar State, the State lent money at 4 per cent to the 
cultivators to enable them to pay oS the debts settled by Conciliation 
Boards. 

The Central Banking Enquiry Committee suggested the following 
scheme for dealing with indebtedness : 

(1) Debt reduction on a voluntary basis, the reduced amount to 

be paid in cash in a lump sum or by equated payments 

spread over a number of years. 

(2) Co-operative credit societies to be utilized as the agency for 

the payment to the lender of the settled debt. 

(3) The outstknding part of the settled debt to be treated as a 

deposit by the lender with the co-operative society, which 

will be paid to him in settled annual instalments. 

(4) Government to assist co-operative societies with necessary funds 

for payment of the settled amount in cash. 

(5) In cases where a society is subjected to loss on account of 

the failure of the borrower to pay his instalments, the 
Government should come to the assistance of the society. 

Relief from indebtedness is only one aspect of the problem of farm 
relief. The small land-holder deserves relief from the heavy burden of taxa- 
tion and the tenant cultivator from the heavy exactions of the non-working 
landlord. 


Chapter XX.— Agrarian legislation of the Punjab 
Government, Page 533 

This comprises the following Acts: 

Regulaiwn of Accounts Act 1930, Under this Act it is the duty 
of the creditor to record and maintain accounts in the manner 
prescribed by Government. 

The Relief of Indebtedness AcU 1934, This Act (i) simplifies 
insolvency procedure, (ii) prescribes the maximum rates of 
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interest (on secured loans 12 per cent simple interest, and 
on unsecured loans 1854 P^r cent simple interest), (iii) 
makes provision for the setting up of Debt Conciliation 
Boards, (iv) applies the principle of damdupat to agricultural 
loans. 

Debtors* Protection AcU 1936, Under this Act the Deputy 
Commissioner is to determine how much of the land of a 
judgment debtor is to be attached and alienated and for 
what period, not exceeding 20 years. 

The Punjab Agricultural Produce Marketing AcU 1938, This 
Act will create regulated markets for the sale of agricultural 
produce in which only licensed brokers, weighmen, measurers, 
surveyors, warehousemen and others will be allowed to work. 
Every market will be administered by a market committee. 
Two-thirds of the members of a market committee will be 
selected by the growers of the district. 

Marketing legislation was long over-due. This is on account of the 
multiplicity of marketing functionaries and the unregulated state of their 
charges. The marketing charges are, arhaU dalalu karda (excess weight 
deliverable by the seller), palledaru dharmda (for charity), and other 
miscellaneous payments such as bazar chaudhru shagirdi, baita, maddat etc. 

In other parts of India regulated markets have been established under the 
Bombay Cotton Markets Act, 1927 and Hyderabad Agricultural Markets 
Act, 1929-30. 

The * Golden Bills.’ This term is applied in official circles in the 
Punjab to four agrarian measures which have been placed on the Statute 
book: 

(1) Amendment 11 to the Alienation of Land AcU 1901 declares 

benami transactions invalid. The person dispossessed can 
claim compensation for improvements, but not exceeding the 
value of the original transaction. 

(2) Amendment III to the- Alienation of Land Act prevents the 

acquisition of the land of the debtor by the zamindar creditor 
in satisfaction of his claim. 

(3) The Registration of Money-lenders’ Act requires all money- 

lenders to get themselves registered and to hold a license. A 
license may be cancelled for a specified period for specific 
reasons of fraud or dishonesty. 

(4) The Restitution of Mortgaged Lands Act extinguishes 

mortgages effected before the commencement of the Aliena- 
tion of Land Act. ^ 
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The combiBed effect of these measures will be to restrict the supply 
of credit from non-agricultura! sources and to hasten the process of ‘ swallow** 
ing up * of the smaller by the bigger agriculturists. 

The statement made by the Punjab Premier in the Assembly that 
in certain districts of the Punjab, where there are the biggest zamindars, the 
smaller fish are swallowing up the bigger fish is without foundation. It is, in 
fact, nonsensical 

The investigations made by the Board of Economic Inquiry, Punjab* 
show that the expropriation of smaller owners is going on unchecked. Of 
course small owners will be found selling to small owners if small owners are 
defined as those owing up to 1 00 or 300 acres of land. The majority of 
landloids in the Punjab own less than 5 acres. 

Further light on the expropriation of small owners is thrown by the 
rapid increase, specially since 1 930-3 1 , in transfers of land and by the increase 
in the percentage of the total area cultivated by tenants. 

By selling his holding the small owner is set free for ‘ employment 
elsewhere.’ But this ‘ employment elsewhere ’ is nowhere to be found. 

Landlordism, For no particular services rendered to the land or his 
tenants, the landlord claims an excessive share in the produce of the land. 
Under existing conditions the tenant works almost entirely for the benefit of 
the landlord. 

The landlord as an intermediary between the State and the tiller of 
the soil is largely a product of British rule. There were no such inter- 
mediaries under Akbar, and under the Sikhs, * the idea of a middleman 
intercepting part of the collection was not for a moment entertained * 
(Steedman). 

The State having called useless intermediaries into existence, may, at 
least, limit their demands. 


Chapter XXI. — ^Agrarian Legislation, other Provinces, 

Page 560 

The caste-socialism of the Punjab Government turns a blind eye to the 
exploitation of tenants by the non-working landlord. But, as an exploiter, 
the non-working landlord is a greater evil than the money-lender. 

Important legislation has been enacted in other Provinces, particularly 
Bihar and U. P., to safeguard the rights of tenants. 

Bihar: The agrarian measures relating to the reform of the tenancy 
are: (1) The Bihar Tenancy (Amendment) Act, 1937, (2) The 
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Chotta Nagpur Teiiancy (Amendment) Act, 1938, (3) The Bihar 

Tenancy (Amendment) Act, 1938, (4) The Champaran Agrarian' (Ameiicl- 
ment) Act, 1938 and (5) The Bihar Restoration of Bakasht L^nds and 
Reduction of Arrears of Rent Act, 1938. The tenant has been granted 
considerable relief through (a) rent reduction, (b) the acquisition of un- 
restricted right of transfer of occupancy holdings, (c) the grant of complete 
immunity against arrest and detention in civil prison in execution of a decree 
for rent and (d) restoration under certain conditions of land sold for arrears 
of rent. 

United Provinces: A very comprehensive tenancy bill was introduced 
in the U. P. Assembly by Government in 1938. It contains provisions 
regarding sir (home-farm); devolution, transfer, extinction, merger, division 
and exchange of tenancies; determination and modification of rent; distraint; 
ejectment; arrears of revenue; and numerous other matters. According to 
landlords the bill would encourage tenants not to pay the rents due. The 
strongest opposition is to the clauses relating to sir. The bill seriously curtails 
the sir rights of landlords. Sir is a matter of considerable importance in 
U. P. It is not so important in the Punjab because landlords in the Punjab 
are not a distinct body, as in the United Provinces, from the body of tenant 
cultivators, 

Madras: The Madras Agricultural Relief Act, 1938, makes pro- 
vision for the scaling down of debts incurred before 1st Oct./--^1932, and 
also for the total remission of arrears of rent under certain conditions. 

Bombay: A Government bill of 1938 seeks to protect the interests 
of tenants as against landlords. A class of ‘protected tenants* 
is to be created. The rent paid by such a tenant shall be ‘ reaionable * ; 
facilities will also be given in regard to the payment of arrears of rent. As 
for tenants generally , it is proposed to abolish all cesses, taxes or other 
payments or services exacted by landlords other than the rent lawfully due. 


Chapter XXIL— TaxatioxN, Page 577 

The taxable capacity of a people is found by deducting from their 
total income from all sources the minimum amount required for consumption, 
for replacing old capital, and for new additions of capital. Minimum 
consumption does not mean bare subsistence; it must be interpreted as con- 
sumption necessary for efficiency. 

It is almost impossible to make international comparisons of tax burdens, 
for the things we compare are not the same. In the case of England and 
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India, (i) economic organisations of the two countries are dilferent, (ii) the 
systems of taxation are different, (iii) the levels of income and prosperity are 
not the same— and this vitally affects tax-bearing power* Finally the burden 
of taxation also depends on such factors as (a) the objects on which the income 
of the State is largely spent and (b) whether the proceeds of taxation are spent 
ill the country in which the taxes are raised or a considerable proportion is 
spent outside the country, as in the case of India. 

There is also a further difficulty in the case of India — reliable data 
on the basis of which national income may be accurately estimated, do not 
exist. 

The Income-tax. The substitution of the * slab ^ for the * step ' system 
is an important measure of reform. Under the ‘slab * system the first slice 
of income, Rs. 1,500 will be tax-free; on the next three successive slices of 
Rs. 3,500, 5,000 and 5,000 the rate. of tax will be, respectively, 9 pies, 
15 pies and 2 annas per rupee. The balance will be taxed at lYz annas 
per rupee. As a result of the introduction of this system the percentage of 
income taken will rise gradually throughout the whole range of incomes taxed 
(not by steps as under the * step ’ system) and the upper grades of income 
will pay a higher percentage of income as tax than under the ‘ step * system. 

In regard - to the taxation of foreign income of residents in British India, 
the accrual basis has been substituted for the old remittance basis. 

Rural Taxation. Water-Rates. The canals are a source of con- 
siderable net revenue to the Punjab Government. 

The water-rates are a fixed and inelastic charge. Under existing 
conditions the charge is excessively high. 

water-rates are frankly levied as a tax. It is argued that not 
only those who take canal water (34 per cent of the population) but the 
rest of the population is entitled to benefit from the canals. But it does 
benefit from them. If the canals ceased to flow, no section of the population 
of the Punjab could escape serious injury. • 

The charge for water is at present determined with reference to the 
financial needs of the Province. This is a wrong principle. The water 
rates must be related to the degree of profitableness of agriculture at the 
present time. , ' , ■ , 

The Land Revenue. Is the land revenue a tax or a rent? Indian 
rulers recognised the right of property in land. The land revenue under 
Hindu or Muhammadan Kings was not a rent paid to the State-Landlord 
but a tax. But as a tax it was so heavy as to be equal to an extreme rent. 
Our British rulers mistook it for rent. Tlie Indian Taxation Enquiry Com- 
mittee (1924-25) rejected the theory of State Landlordism. 

The Taxation Enquiry Committee drew attention to the serious defects 
of the land revenue system: (i) the incidence of the land revenue oii 
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different holdings varies greatly, (ii) there is no definite basis of assessment: 
it may be rentals or ‘net assets’, (iff) the rentals may be customary, con- 
trolled or assumed; the net assets may include or exclude the subsistence of 
the cultivator, (h?) viewed as a scheme of taxation, the land revenue * k 
not only not progressive but actually tends in the opposite direction ’ ; (v) 
only a very small proportion of the tax collected from the cultivator is used 
for rural development — in European countries the land tax is largely used 
for local purposes. 

The Taxation Enquiry Committee made two definite suggestions, (1) 
the standard rate of assessment should not exceed 25 per cent of * annual 
value *, and (2) ‘ annual value * was to be interpreted to mean * the gross 
produce less cost of production, including the value of the labour actually- 
expended By the farmer and his family on the holding, and the return for 
enterprise’. 

Land Revenue in the Punjab. In the Punjab the land revenue k 
treated, not as a tax on agricultural income but as the State’s share in the 
net profits of cultivation, or ‘ net assets ’. Net assets are defined as land- 
lords’ net assets, of which one-fourth is the State’s share. 

The calculation of the State’s share on the kind rent basis is as follows. 
From the total estimated value of the gross produce of an assessment circle 
(assumed to be held by landlords), first menials* dues are deducted. Of 
what is left one-half is the landlords’ share. From the landlords’ share two 
further deductions are made, half water-rates and half cost of seed (Lyallpur 
District). To what is left half land revenue, malikana and cesses are added 
(since these, charges are paid half and half by landlord and tenent). The 
resulting sum is true landlords’ net assets. The incidence per cultivated area 
is found by dividing the total land revenue (one-fourth of landlords* net 
assets thus calculated) by the figure of cultivated area. 

Accordmg to law the average rate of incidence on the cultivated area 
shall not exceed the rate of incidence imposed at the last settlement by more 
than 25 per cent. 

The definition of net assets as landlords’ net assets assumes that peasant 
proprietors’ net assets are identical with landlords* net assets. That would 
be so if the share left to tenants was sufficient to defray the tenants’ cost of 
cultivation, including their wages and the normal return for enterprise. Under 
existing conditions this is emphatically not true. Peasant proprietors’ 
net assets are identical with the economic rent of land, but landlords’ net 
assets contain the tenants’ subsistence. Landlords’ net assets are therefore 
not the true economic rent of land. They contain a large element of loot 
and Government’s land revenue is a share of this loot. It is unjust to tax 
peasant proprietors at a rate derived from landlords’ net assets. 
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Net assets should be defined as profits on direct cultivation. If net 
assets were so defined, the peasant proprietor’s wages and normal return for 
enterprise would have to be included in costs of cultivation. Costs would 
absorb about 7 5-80 per cent of the value of gross produce. The Lyallpur 
assessment shows that under the indirect definition of net assets the allowance 
for costs is 56 per cent of the value of gross produce. 

The Sliding Scale, Under the old system revenue rates were fixed 
in accordance with average prices of agricultural produce over a long period 
(the preceding 20 years) and it was assumed that there would be no large 
variation in prices throughout the period of the settlement. Under this 
system the peasant stood to gain when the average level of prices rose above 
the prices assumed for assessment purposes . 

The recent heavy fall of prices made the old system unworkable. For 
it was found that the average'prices of the preceding 20 years were 55 per cent 
higher than actual prices at the recent assessment of the Lyaljpur district. 

Under the sliding scale the standard demand is still calculated accord- 
ing to the assumed commutation prices which are much higher than actual 
prices, but remissions will be granted every year. In granting remissions 
three factors will be taken into account, (i) the percentage of the total 
matured area under each important crop, (ii) the average yield per acre 
of each of those crops, and (iii) the commutation price assumed for each 
of those crops. From year to year there is not likely to be any material 
change in the first two factors and thus the amount of the remission will be 
solely determined by the percentage fall of prices as compared with the 
commutation prices. 

The sliding scale fully safeguards Government land revenue receipts. 
But it will work against the peasant proprietor. It is in fact a clever device 
for taxing the subsistence of the peasant proprietor while deceiving him with 
limitless paper remissions. The objections to the sliding scale from the point 
of view of the peasant proprietor are the following: ^ (1) The sliding scale 
assumes that the zamindar always enjoys net assets, provided that the fall 
in prices is not exactly 1 00 per cent. But if the price of wheat, for example, 
fell by 80 per cent, would the cultivation of wheat show any net assets at 
all? (2) When prices fall heavily, net assets may wholly vanish. This is 
because costs never fall in the same proportion as prices. Government know 
it very well. The water-rates are never reduced according to the fall in 
prices,' ,.■■■ . , • ■ . . 

The result of the comparative inelasticity of costs is that net assets fall 
in a heavier proportion than prices. Unless remissions are granted according 
to the fall in net assets (i.e., after taking the variation in costs into account), 
the sliding scale is no boon to the working peasant. When prices fall, the 
peasant proprietor, after enjoying heavy remissions (according to the difference 
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between the commutation prices and actual prices) will ordinarily pay sub- 
stantially more than 25 per cent of his net assets, and when prices fall 
heavily, he will pay more than 100 per cent of his net assets. 

Further, and this is the most important objection to the sliding scale, 
the calculation of the standard demand in the sliding scale is based, not 
on actual but prospective net assets. The sliding scale tears up the Govern- 
ment of India's famous Resolution on Land Revenue Policy of 1902 as ‘ a 
scrap of paper 


Chapter XXIIL — Indian Finance, Page 618 

The study of Indian finance since 1913-14 may be divided into three 
periods: ( 1 ) Pre-Reform, 1913-14 to 1920-21, (2) Reforms Period, 
1921-22 to 1935-36 and (3) Era of Provincial Autonomy since 1936-37. 

Pre'*Ref or m Finance, This includes the War period. Between 1913- 
14 and 1920-21 Indian revenue increased from 128 crores to 215 crores 
(68%) and expenditure from 124 crores to 241 crores (94%). 

There was little increase in land revenue receipts. But the Customs 
revenue increased from 11 1/3 crores to 32 crores and the yield of the 
Income-Tax from 3 crores to over 22 crores in this period. ' Military expends 
ture increased from about 30 crores to 87 Yi crores. The greater part of 
the increase in military expenditure took place after the Great War had 
ended. 

Reforms Period, 192P22 to 1935-36, The Montague-Chelmsford 
Reforms led to important financial changes in the relations between 
the Centre and the Provinces. The divided heads of revenue and expendi- 
ture w^’ere abolished. Land revenue, irrigation, stamps and excise were made 
wholly Provincial and the income-tax wholly Imperial. As a result of this 
change a large deficit in the Indian budget wms anticipated. This w'-as made 
good by Provincial contributions (983 lakhs in 1921-22), which were 
gradually reduced and finally abolished in 1928-29. 

The Reforms period began inauspiciously. The deficits, in fact, had 
started much earlier, in 1918-19, and ended only with the year 1923-24. 
The deficits were met by the issue of fiduciary currency. A Retrenchment 
Committee appointed in 1922 recommended heavy cuts in expenditure, and 
there were additions to taxation. A surplus was realised in 1923-24 and 
thereafter, till the advent of the trade depression, there were only minor 
changes in the tax system. The financial situation before the trade depres- 
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sion could be described as emmeiitiy satisfactory. Financial stability Lad 
been ■ attained in spite, of heavy sacrifice of .revenue on the part of the Govem- 
r iiieiit of India (cotton excise 1% crores, -opium IVz crores, . import duty 
, on machinery 85 lakhs, and Provincial Contributions about 10 crores), - 
The, effects , of the trade depression were felt in the 'bi!dge.ts ior' 1929-30’ 
and 1930-31,. but the full . effects became apparent only at the end of, -Sept 
1931, when a supplementary budget, covering the whole year 1932-33, and 
proposing heavy additions to the burden of taxation, had to be introduced. 
Financial stability was regained and the budgets for 1933-34, ' 1934-35 and 
1935-36 were balanced with only minor changes in the tax. system. 

^ Era of Provincial Aionom^ since 1936^37. The financial situation i 

9; again became * disquieting k For 1936-37 a surplus , of 205. lakhs was 

estimated,, but the revised estimates showed a deficit of !97 lakhs, A deficit 
. , . was anticipated also in 193.7-38. The * disquieting * factors were three; 

(i) the restriction of rural credit caused by indebtedness, (zi) increase of silver 
I . imports at the cost of imports of goods subject to a higher rate of . duty ' .and 
(Hi) diminishing returns from the Customs tariff. Still the Finance Member 
, saw no reason ‘ why the Niemeyer prognostications should not be realised in 

. the long run’. The Niemeyer programme could be fulfilled by a modest 

addition to the resources of the Centre ^ of Rs. ! hi R-s* 1 % crores. This 
money was found by increasing the sugar excise and raising the import duty 
on silver from 2 annas to 7 annas per oz. 

The distribution of income-tax receipts under the Niemeyer Award 
began in 1937-38. There was no addition to tax-burdens in 1938-39. In I 
the budget for 1939-40 increased revenue was obtained by doubling the 
import duty on raw cotton and the substitution of the * slab ’ system for 
the ‘ step .’ . system in- income-taxation. 


Chapter XXIV.— Provincial Finance, Page 639 

Sir Otto Niemeyer reviewed ‘the present and prospective budgetary 
position’ of the Central and Provincial Governments before the inauguration 
of Provincial Autonomy. On the whole he took a favourable view of the 
financial situation. Given prudent management of finances, he thought that 
adequate arrangements could be made to meet the financial implications of 
the new constitution. - 

Certain Provinces needed assistance. Irrespective of the allocation of 
* taxes on income, Sir Otto recommended assistance to the Provinces amounting 

to 450 lakhs annually. The separation of Sind benefited Bombay to the 
extent of about 90 lakhs annually ; by the separation of Orissa, Madras 
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obtained annual relief amounting to 20 lakhs and Bihar about 8 lakhs» 
Further, Sir Otto recommended the cancellation of all debt contracted with 
the Centre, prior to 1st April 1936, of the following Provinces: Bengal, 
Bihar, Assam, N.-W. F. P. and Orissa. In the case of C. P. about 
2 crores of pre-Reform debt was cancelled. The jute-producing Provinces 
were already receiving 50 per cent of the net produce of the Jute Export 
Duty. Sir Otto recommended an increase of 12j/2 in their share. 

The Income-Tax. Of the total receipts amounting to about 16 crores 
in 1936-37 from all forms of income-tax (including Corporation Tax) 
Sir Otto fixed 12 crores as the amount divisible between the Centre and 
the Provinces, Of this 6 crores is to go to the Provinces, but for five years 
the Centre may retain in any year out of the 50 per cent share of the 
divisible income-tax receipts the whole or such sum as is necessary to bring 
the 50 per cent share accruing to the Centre, together with any General 
Budget receipts from the Railways, up to 13 crores, whichever is less. The 
distribution of the income-tax among the Provinces has begun. 

The Punjab was gravely dissatisfied with the Niemeyer Award. The 
Punjab Government calculated that out of recent and immediate relief amount- 
ing to 822 lakhs, the share of the Punjab was 1 * 7 lakhs, or one-fifth of one 
per cent; out of a total relief estimated at 14,22 lakhs at the end of ten 
years, the Punjab would get 49' 7 lakhs, or 3*5 per cent. 

The Punjab vigorously protested against the Award, but without avail. 

Working of Provincial Autonomy. The general conclusions on the 
working of Provincial Autonomy may be summarised as follows: 

1. In a technical sense the aim of the Niemeyer Report and Award 
has been achieved. The state of chronic defecit in which certain Provinces 
had fallen has been ended; financial stability in the case of all Provinces 
attained; their resources have materially increased, and they have started 
their career as autonomous entities on an ‘even keel*. 

2. There is no major Province in which increased spending power is 
not being utilised for the expansion of constructive, nation-building activities. 
This is true both of the Congress and non-Congress Provinces. In every 
Province there is a keen desire to promote the well-being of the rural masses 
and to augment the sources of wealth-production in order to increase the 
income of the people. This task is being attempted in each Province within 
the limits of the resources of the Province. 

3. But very little has been done to reduce the burden of rural taxa- 
tion. The remissions in land revenue, where they have been granted, are 
inadequate. It is remarkable that in spite of the heavy fall of prices since 
1928-29, which has made cultivation over a large part of the country 
unprofitable, the total amount of lajid revenue realised in the Provinces at 
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the present time is about the same as in the pre-depression year 1928-29 
(over 27 crores). 

4. While the attempt to increase the income of the people by the 
improvement of agriculture and the marketing of agricultural produce deserves 
all praise, the main source of the agriculturist’s income is the prices at which 
bis crops are sold, and prices are beyond the control of Provincial 
Governments. 

5. Cottage industries are being promoted in all Provinces, but they 
have little chance of survival in competition with machine industries. The 
development of factory industries depends on conditions determined by the 
Government of India. 

6. The problem of indebtedness of the peasantry remains unsolved. 

The action taken in certain Provinces, e.g. the Punjab, is tending to destroy 

the foundations of rural credit. ; 

7. There is no Province which cofuld not usefully increase its 
expenditure on nation-building activities, in relieving indebtedness, and in j; 
reducing the burden of rural taxation. But no important new sources of 
revenue have been discovered. The main existing sources of Provincial 
revenues are largely rigid and inelastic. 

8. Expenditure, like revenue, is largely inelastic — the scope for 
retrenchments being very restricted. 

9. Democracy has both a pleasant and an unpleasant aspect 
Provincial Autonomy in certain Provinces is a direct cause of growing 
communal tension- The cost of legislative bodies has materially increased. 

What the Provinces require is cheaper administration. So far as the good 
of the people is concerned, it is doubtful if the present Unionist or a future 
Congress Government in the Punjab, under the existing economic system, 
would be able to do more for the people in the next fifty or hundred years 
than what the irresponsible bureaucratic administration achieved in 30 years 
in pre-Reform days. The only satisfaction that we now have is that we 
are governing ourselves. But it is government under conditions which bar 
real progress. 
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CRISIS RECOVERY PLANNING 



CHAPTER XII 


( INDIAN PRICES 

^ The history of Indian prices since 1861 divides itself into 

' five clearly-defined periods: 

I 1861—1905. Gradual rise of prices. 

1905 — 1914. Rapid rise of prices. - 
1914 — 1920. Inflationary rise of prices. 

1920 — 1929. Deflationary fall of prices. 

Since 1929. Heavy fall of prices owing to world 
depression. 

Prices, 1861 — 1905 

The fluctuations of prices before 1905 show the effect on our 
agricultural economy of the linking together of distant parts of 
' India by the railway and of Indian with foreign ports, 

. As early as 1865 passengers and goods could be booked 

1 through between Amritsar and Karachi. Through communication 

• between the Punjab and Calcutta and the Pimjab and Bombay 
j was established in 1870. 

The reader is referred to charts showing annual fluctuations 
^ in the price of wheat and rice, and the trend shown by means of 
the smoothed curve. No mistake should be made in the interpreta- 
tion of a smoothed curve. The rise or fall of a smoothed curve 
in any year does not mean that the price began to rise or fall 
precisely in that year. For example, the ten-yearly moving average 
for rice (centred by means of a two yearly moving average) rose 
to its highest point (348) in the year 1924; thereafter it fell 
continuously till 1928. But the actual price of rice rose from 335 
in 1924 to 368 in 1927, The moving average set down against 
any year does not indicate the level of the price in that year, since 
it is an average of price indices for a number of years. 

i 
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There are two chief characteristics of price fluctuations in 
the pre-railway era: (a) fluctuations of prices from year to year 
were not infrequently great and violent, and (b) differences 
between prices in different places were very often considerable. 

In the town of Haripur Hazara the price of wheat in 1852 
was a little less than 8 annas a maund; in 1853 it rose to a rupee. 
In 1860, in the seune place, the price was 12 annas a maund, and 
in the following year 2 rupees. 

Prices depended more or less on local production. Prices 
rose sharply in a year of scarcity and fell heavily in a time of 
plenty. 

Pakpattan, Dipalpur and Hujra are in the ssime District 
(Montgomery), but in the year 1849 wheat sold at 42 seers per 
rupee in Pakpattan while the average quantity obtainable for a 
rupee in Hujra sind Dipalpur was 23^2 seers. 

Differences between prices in more distant places were, as 
might be expected, still more remarkable. 

The Export Trade 

The influence of the export trade in keeping up prices is 
referred to in several Punjab Administration Reports of this 
period. The earliest reference is in the Administration Report 
for 1865-66, where the “steady increase” in the price of wheat 
is ascribed to increased demand and “ the opening out of new 
markets.” 

The Punjab Administration Report for 1871-72 thus 
c<»nments on the connection between prices in the Punjab and other 
provinces: 

“ There can be no doubt that the prosperous grain harvest 
of 1871-72 in the North-Western Provinces made prices easier in 
the Punjab; when there is a demand for grain in other provinces, 
the Punjab prices always rise, even though the supply be abundant ” 
(p. 152). 

The spring crop of 1 873-74 was “ a most abundant one,” but 
according to the Punjab Administration Report for 1873-74, “ the 
effect of this on prices was to a considerable extent counter-balanced 
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by the extraordinary export of food grains to the Bengal famine 
districts.” 

The Punjab Administration Report for 1876-77 refers to the 
great demand for export to the famine districts of Bombay and 
to Europe ” in the case of wheat in 1876-77. That the price still 
fell was due to a plentiful supply in the province. “ Wheat,” the 
Report adds, “ is grown chiefly for sale and export, the agriculturist 
ordinarily subsisting on the cheaper grains.”^ 

That the European demand exercised a very important 
influence on the price of wheat in India was admitted by the Indian 
Prices Enquiry Committee of 1910.t 

What is true of wheat is also true of all exported articles, 
Tire following statement shows the lowest and highest points touched 
by the average of 28 exported articles in each decade between 
1861 and 1920:— 

Highest. Lowest. 


1861—70 

1871—80 

1881—90 

1891—1900 

1901—10 

1911—20 


no (1866) 88 (1861 and 1862) 

114 (1878) 90 (1876) 

104 (1889) 91 (1885) 

124 (1908) 103 (1891) 

124 (1897) 103 (1903) 

281 (1920) 136 (1911) 


It is seen that with one exception, the lowest price-index of 
each successive decade was higher than that of the preceding 
decade. In 1901 — 10 the prices of exported articles were lowest 
in the year 1903, when, falling from 1 13 in 1902, they returned 
to the level of 1891 (103). 

While prices showed a tendency towards a slow and gradual 
rise between 1861 and 1905 (more accurately after 1865) car 
account of the influence of the export trade, they were still subject 
to seasonal fluctuations. As before the era of railways, they rose 
in a year of famine or scarcity, but not so sharply as before, and 
returned to about (not quite) the old level with the advent of normal 
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S.e^sons. India was visited by famines in 1876-78, 1896-97 and 
1899-1900; 1866, 1889 and 1908 were years of scarcity. 

Prices, 1905—1914 

After 1905 the prices of food grains and almost all other 
articles rose almost continuously till 1914. 

Attention was called to the rise of prices in India by an 
anonymous writer in the Economic Journal (London) for March, 
1907. He attempted to show that the rise of prices was due to the 
inelasticity of the Indian currency system: 

“ The conclusion therefore cannot be resisted that the floods 
of rupees entering the country in the busy season must, finding 
no employment thereafter, choke the circulation in the dull season 
and raise prices, whilst each succeeding year the demand grows 
like a snowball falling down a slope.” 

In the Budget debate of March, 1908, Mr. Gokhale drew 
attention to the rise of prices which he attributed to the heavy 
coi nage of rupees by the Government of India, and pressed for the 
appointment of a committee to consider the whole question of the 
rise of prices.. Writing in the Journal of ike Royal Statistical 
Society for September, 1909, Mr. Fred. J. Atkinson, sometime 
Accountcint-General of the United Provinces, reached the same 
conclusion, that the question of a redundant currency was mixed 
up with the currency system ot India and that the redundancy was 
due to the fact that the currency was not automatic. 

The Government of India appointed a Committee for the in- 
vestigation of the problem in 1910. The Committee submitted its 
report in 1914. 

The Committee recognised that “up to 1905 the fluctuations 
in the prices of food grains and pulses depended largely on the 
agricultural conditions in India.” But a sharp and rapid rise of 
prices began in 1905 which was not always wholly due to un- 
favourable agricultural conditions. Taking India as a whole the 
agricultural conditions were not seriously adverse either in 1905 
or in 1906. Still these years appeared to have ushered in a new 
period in the history of Indian price levels, the predominant 
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characteristic of which was the existence of famine prices without 
famine.’^ 

The Committee compared the rise of prices in India with that 
in the leading countries of the world and foxind that the rise was 
greatest in India. This is shown by the following statement :— 


The Rise in Wholesale 

Gold 

Prices in 

India and 

Other Countries in the Quinquennium 1907-11 

Compared Compared 

Country. 


with 

1890—94 

. with 
1894—% 

India 


40 

40 

Belgium 


25 

26 

Germany 


24 

38 

United States 


20 

38 

Canada . c 


19 

31 

Italy 


14 

24 

Australia 


13 

20 

France 


12 

26 

United Kingdom . . 


9 

21 

New Zealand 


1 

9 


In viw of the greater rise of prices in India the Committee 
considered it necessary to examine at length the probable causes of 
the rise of prices peculiar to India. The general causes of the 
rise of prices throughout the world were : a shortage in the supply of, 
or an increase in the demand for staple commodities in the worlds 
markets; the increased gold supply from the world’s mines; the 
development of credit; and destructive wars and the growth of 
armsiments. 

Mr. K. L. Datta (who wrote the Prices Report) regarded 
comparative shortage of supply as one of the important causes of 
the rise of prices. The Government of India, however, did not 
accept this view. They pointed out, in the first place, that the 
commercial-crops occupied a very small proportion of the total area*' 
xmder cultivation, and that in the country as a whole there was no 
substitution of non-food crops for food crops. Secondly, they did 

^ Report, p. 32. 
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not regard Mr. Datta’s estimates of outturn as reliable. The area 
under cultivation expanded more rapidly than the population, except 
during the quinquennium 1895-99 to 1899-1900, while between 
y the growth of population and the extension of food cultivation there 
was “ an almost precise parallelism.” They also pointed out that 
the area irrigated from State-owned sources nearly doubled during 
1899 — 1912. Lastly, they agreed with Mr. Datta that the export 
/of food grains exercised a negligible influence on their prices. 

The Government of India also agreed with Mr. Datta that 
the rise of prices dui'ing 1890 — 1912 was not the effect, but the 
cause of increase in tlie £iicijl''>in'^ of rupees, and that the extended 
use of credit had “ an important effect on prices.” They, however, 
seemed to attach more importance to v/orld factors than to this or 
any other cause peculiar to India. From 1890 to 1905 “ Prices 
rose or fell in the main in accordance with chcinges in the agricul- 
tural conditions from year to year.” The causes of rise of prices 
since 1905, “must be sought for in a different and independent 
group of circumstances.” 

To this view, however, it may be objected that if our price 
level rose under the influence of the rising price levels of foreign 
countries, it could not have risen more rapidly than the latter. The 
rise of prices in Germany and the United States, as Mr. Datta said, 
could be partly accounted for by their protective tariffs and growth 
of industrial and commercial combination in these countries. But 
no such factors were at work in India. 

As regards the effect of credit upon prices, both Mr. Datta 
and the Government were mistaken in their view. 

Some evidence on the use of cheques in India was taken by 
the Chamberlain Commission. Mr. Henry Marshall Ross,* a 
witness, was of opinion that the use of cheques could be advantage- 
ously extended even in the Presidency towns. “ It is very poor 
at present,” he said. He was asked whether the use of cheques 
was likely to curtail the circulation of currency notes and whether 
it was probable that cheques would be used at all throughout the 

Calcutta export merchant 
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country beyoncl the Presidency towns. His reply was ** not within 
any period I ■ can look forward to myself. They will be conined 
to , the Presidency towns* business/" 

; Important evidence in^ this connection was given by .another 
witness:^ 

, ■ Q. 4106. (Mr. Keynes). , Can you tell us in what class of tranactions 
you find it possible in your business to use cheques? — Speaking of my own. ■ 
business I use cheques practically in every case. No matter what the kind of 
payment, except for wages and salaries which I always pay in cash. 

4108 — If you are buying produce of an Indian trader, would you pay 
him by cheque? — Very rarely. He probably wants either currency notes 
or actual cask 

4109^ — ^Then these cheques which you mention are paid to English 
merchants? — ^That is so largely. 

4110 — ^And except when you are making payments to other English 
merchants you would not use cheques much? — No, broadly speaking, I should 
not. 

In a memorandum submitted by the same witness to the Commission, 
he had referred to the possibility of the use of cheques being gradually 
increased throughout the country. The Commission asked him whether he 
thought that would be a speedy process. The witness said “ No.” What 
he had in his mind more particularly was the European Community using 
cheques more — “ . . . the native does not to any great extent use cheques 
for large amounts,” he added. 

Q. 4072. And it is not likely that he will? “ I do not think so for 
long time to come.’* 

The Prices Committee did not seriously examine the charge 
of inelasticity brought against the gold exchange system. 

So far as the addition of rupees to the circulation is concerned, 
the only difference between the gold exchange system and the 
system which existed before 1 893 according to Mr. Datta was that 
while in the one case rupees were issued in exchange for the imported 
gold and Council bills, in the other case they could be obtained 
directly by the minting of bullion at the option of its owner. 

In a monetary system with an open mint the currency decreases 
automatically when the rise of prices causes imports to increase and 

* Sir Alexander McRobert, a woollen mannfajcturer. 
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renders the export of gold or silver necessary, • The circulation is 
thus reduced and prices fall. Under a gold exchange system an 
adverse balance of trade cannot be adjusted by the exportation of 
the token coins. The tokens must be converted into gold (or 
I bills payable in gold) for that purpose. The Government of India 

j did so when it became necessary. This was the outlet provided 

1 for the excess currency. 

What the Prices Committeee forgot was that before the rupee 
oecame a token coin (that is, before 1893) hoarding and melting, 4 
apart from export, accounted for about 45 to 50 per cent of the 
coinage. 

; When the rupee became a token coin, the melting of rupees 

I ceased altogether, while for purposes of hoarding gold was preferred. 

I It cannot be doubted that the hoarding and the melting of rupees 

I before 1893 prevented prices from rising too rapidly by reducing 

the volume of the currency, and that the change in the character of 
i the rupee, from a full value coin to a token coin, by discouraging 

: hoarding and making it unprofitable to melt rupeese, contributed in 

some measure to the inflation of the rupee currency. It really 
proves nothing to say, as Mr. Datta does, that the “ average annual 
coinage during the eighteeen years that have elapsed since the closing 
of the mints has been much less than in the corresponding period 
1 preceding that date.” The averages are 75 1 lakhs for the period 

I : 1874-75 to 1893-94, and 566 lakhs for the period 1893-94 to 

,! 1911-12. In the decade following the closing of the mints the ^ 

; i average net coinage was small, due to a deliberate restriction of the 
i coinage to force up exchange. The net coinage of silver was very 

< heavy in the period 1899-00 to 1907-08, amounting to a total of 

100-24 crores for 9 years, or over 1 1 crores annually on an average. 
During 19 years, from 1874-75 to 1892-93, the total net coinage 
of silver amounted to 137*88 crores, which gives an annual average 
of 71 % crores. The rise of prices became very marked, as we have 
seen, after 1905. Now in the triennium 1905-06 to 1907-08, the 
total net coinage of silver amounted to 55*96 crores, a figure which 
has not been exceeded by the total net coinage in any period of five 
years before the closing of the mints. 


298 


INDIAN PRICES 


/ 


TTie Prices Committee’s index numbers showed that between 
1890 and 1910 the demand for currency increased much more 
rapidly than the supply of currency (rupees and notes). The 
Committee under-estimated the monetary circulation and over- 
estimated the growth of business. The defence of the gold exchange 
system by the Princes Committee is of little interest now, after the 
condemnation of that system by the Hilton Young Commission of 

1925. 

Prices, 1914 — 1920 

The rise of prices before the war had one satisfactory feature 
— the prices of exported articles rose more rapidly than tliose of 
imported articles. The outbreak of war made no change in this 
respect, but as the war proceeded, the shortage of imports, due to 
the preoccupation of Western countries w’ith the war and the 
scarcity of shipping, began to make its influence felt. F or the first 
time after 39 years the index number of imported articles rose above 
that of exported articles in 1916 (236 and 163 respectively) and 
it remmned in that position in the following two years. Some idea 
of the shortage of imports during the war may be gained from the 
following statement: 


Imports 



Average 

Average 


1909-10 to 

1914-15 to 


1913-14. 

1918-19. 

CottoQ manufactures, million yds. 

2,617 

1,810 

Metals, iron and steel, tons 

808 

422 

Silk manufactures, million yds. 

26 

20 

Dyes, million lbs. 

15-4 

3-1 

Woollen piece goods, million yds. 

22-4 

8-2 

Glass, sheets and plates, million sq. feet 

16-2 

8-3 

Boots and shoes, 1,000 pairs 

2,323 

1,170 

Machinery and mill work. Lakh Rs. . . 

561 

5 

Ry. plant and rolling stock, Lakh Rs. . . 

480 

298 

The war created a demand for some of our 

exports (notably 


jute manufactures, leather, metals, wool and rubber) and their 
prices Tose. : ; ■ ^ V' ■' 
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The addition to the monetary circulation in five years from 
1914-15 to 1918-19 was about 39 crores (rupees 22 crores and 
notes about 17 crores). But there was a heavy addition to the 
circulation in 1919-2(3 — ^more than 40 crores in a single year. The 
budget deficit in. 191 9-20 exceeded 23 crores ; practically the whole 
of the deficit was due to the Afghan War. The d eficit was met 
by the issue of fiduciary currency against the Government’s own 
securities^. 

In India, as in European countries, prices were highest in 
1920, but Indian prices rose to a smaller extent than Europe prices. 
The causes which raised prices in Europe were also working in India 
but in a much attenuated form. 

While the heavy fall of prices since 1929 has made the masses 
of India poor, and every one would welcome a rise of prices, an 
uncontrolled rise of prices is not an unmixed blessing either. In 
a memorandum submitted to the Babington Smith Currency Com- 
mittee (1919) the Government of India said : “ There is no longer 
any room for doubt that the resultant increase in the expense of 
living due to the high prices of food grains, also of other necessaries, 
such as cloth and kerosine oil, and the hardship which the increase 
has entcdled on the poorer classes and those on fixed incomes, has 
been a very important factor in promoting unrest and discontent,” 

The following table shows the index numbers of wholesale 
prices in Calcutta, July 1914=100. 


Year. 

Index No. 

Year. 

Index No. 

1915 .. 

.. 112 

1927.. 

148 

1916 .. 

.. 128 

1928.. 

.. 145 

1917.. 

.. 145 

1929 . . 

141 

1918 .. 

.. 176 

1930 . . 

116 

1919 .. 

196 

1931 .. 

96 

1920 . . 

■ • m 

1932 . . 

9! 

1921 .. 

179 

mt - ■ 

87 

1922 . . 

176 

1934 . . 

89 

1923 . . 

172 

1935 . . 

91 

1924 . . 

.. 173 

1936 . . 

91 

1925 . . 

159 

1937 .. 

102 

1926 . . 

.. 148 

1938 . . 

95 
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It will be seen that a considerable fall of prices bad occurred 
between 1920 and 1929, from 202 to 141. Th^ prices of post- 
war 3'ears were inflated. Between 1920-21 and 1929-30 net 
withdrawals of currency amounted to Rs. 66 cmres. 

Prices since 1929 

A new era in the history of Indian and world prices began 
with the beginning of the world trade depression in 1929. The 
causes, monetary and non-monetary of the trade depression are 
discussed elsewhere in this book. The Calcutta index numbers 
show a rapid and continuous fall of prices till 1933; then began 
a period of recovery which ended in the year 1937. The following 
statement shows the index numbers of prices by groups of articles 
in 1933, 1937 and 1938 (annual averages) : 

Index Numbers of Wholesale Prices. July 1 9 1 4= 1 00. 



1933 

1937 

1936 

Food-grains: — 

Cereals (3) 

66 

77 

72 

Pulses (6) 

84 

89 

88 

Sugar (5) 

131 

102 

132 

Tea (2) . . . . 

95 

144 

130 

Other food articles (9) , . 

91 

125 

109 

Oilseeds (2) 

74 

115 

106 

Oil mustard (2) 

52 

75 

77 

Textiles: — 

Jute raw (3) 

41 

56 

49 

Jute Mfs. (4) 

77 

67 

62 

Cotton raw (2) . . 

50 

89 

67 

Cotton Mfs. (7) 

113 

117 

106 

Other textiles, wool and 

silk (2) \ 

64 

126 

83 

Hides and skins (3) 

59 

81 

64 

Metals (6) . . 

99 

144 

140 

Other raw and mfd. 

articles (3) 

95 

92 

.91 

Building materials (teak 

wood). (1) . . 124 

Figures in brackets shorn the 

117 

number 'of items included. 

124 
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In 1938 cereals were only 6 points above the average for 
1933, and raw cotton 13 points lower. As compared with the 
base year, the prices of the following commodities had risen in 1938: 
sugar, tea, other food articles, oil seeds, cotton manufactures, 
metals, and teak wood; all other articles were below the basic 
average, the fall in the prices of the following articles being parti- 
cularly heavy: cereals, oil mustard, jute raw and manufactures, 
cotton raw, and hides and skins. 

The effects of the heavy fall of prices on agriculturists, and the 
country generally may be thus briefly summarised: 

1. The fall of prices has made agriculture xmremunerative 
over a great part of the country. The average net income per 
acre of the farms, excluding Risalewala, included in the Punjab 
Farm Accounts (calculated without including wages for the culti- 
vator and working members of his family in expenditure) fell from 
Rs. 27-0-9 in 1928-29 to Rs. 3-15-7 in 1930-31 and amounted 
to only Rs. 14-15-5 in 1934-35. In view of the fact that the 
majority of owners in the Punjab own less than 5 acres of land, 
the heavy reduction in their income means starvation wages for their 
labour, or no wages at all. 

2. The condition of the tenant is still less favourable than 
that of the peasant proprietor. In the case of the tenant cultivator 
the fall of prices means that he works almost entirely for the benefit 
of the non-working landlord. 

3. The burden of rural debt has increased beyond the 
capacity of the borrower to pay. 

4. The burden of Government dues (land revenue and water 
rates) has increased. There is a great deal of evidence to show 
that in recent years peasants have paid Govd'nment dues by selling 
gold and ornaments. 

5. What the peasant buys is dearer and what he sells is 
cheaper than before. For example, the average for 1938 for 
metals was 140 and cotton manufactures 106, as compared with 
cereals 72 and raw cotton 67. The operation of ‘ the scissors ’ is 
an additional cause of hardship to the rural population. 
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6. The country as a whole is a loser since it has to part with 
a larger quantity of primary products than before to obtain a given 
quantity of manufactured imports. 

7. Imports have been paid for to an amount over Rs. 321 
crores by the export of gold, or the country has been living on its 
capital. 

There is widespread agrarian discontent in the country. 
Seemingly the credit of the Government of India and Provincial 
Governments is high: the rate of exchange is being maintained 
within the specie points and the Central and Provincial Governments 
have balanced budgets. But there is heavy over-taxation of the 
rural masses. The debtor and creditor relations have been 
embittered by the fall of prices, and the situation has not been 
improved by agarian legislation directed to re-adjust these relations. 
The tenantry has been made conscious of the unjust exactions of 
landlords. And there is no way out. 

Attention may be specially drawn to the chart showing 
fluctuations in the prices of exported and imported articles from 
1861 to 1936. It is based on the index numbers of the Com- 
mercial Intelligence Department, 1873=100. It is seen that from 
1877 to 1915 exported articles were relatively higher in price than 
imported articles. The Great War raised the prices of manu- 
factured imports above those of our primary products — in 1918 the 
index number for imported articles stood at 289 as compared with 
199, the average for imported articles in the same year. Then 
came the fall of prices and again till 1930 India was in a position 
of advantage. From 1931 to 1934 imported articles were relative- 
ly higher, in price. 



INDIA BEFORE AND SINCE THE CRISIS 

I 

Index Numbers of Prices in India. 1873=100 (Commercial; 
Intelligence Department). 




Exported 

Imported 

General Index 

Year. 


articles 

articles 

No. 39 



28. 

11. 

articles. 

1861 


88 

95 

90 

2 


88 

95 

90 

3 


93 

113 

98 

4 


103 

132 

111 

5 


100 

125 

107 

6 


no 

126 

115 

7 


102 

124 

108 

8 


94 

107 

98 

9 .. 


108 

97 

105 

1870 


105 

95 

102 

1 


95 

88 

93 

2 


101 

91 

98 

3 


100 

100 

100 

4 


102 

99 

101 

5 


95 

90 

94 

6 


90 

91 

90 

7 


.110 

88 

104 

8 .. 


114 

84 

106 

9 


112 

83 

104 

1880 


no 

88 

104 

1 


99 

86 

96 

2 


95 

85 

92 

3 .. 


93 

79 

89 

4 .. 


96 

78 

91 

5 .. 


91 

75 

87 

6 . . 


93 

80 

89 

7 


94 

83 

91 

8 


98 

92 

96 

9 

• • 

104 

91 

101 

,1890 

• 

104 

91 

100 

1 


103 

84 

98 

2 


109 

84 

102 

3 

v;'. * : 

112 

89 

105 

4 


no 

84 

102 
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iDEX Numbers of Prices in India. 1873—100 (Commercial 
Intelligence Department) — iContd.) 





Exported 

Imported 

General Index 

Year. 



articles 

articles 

No. 39 




28. 

11. 

articles. 

1895 



Ill 

87 

104 

6 



117 

94 

110 

7 



124 

86 

113 

8 



102 

80 

96 

9 



100 

87 

96 

1900 



124 

96 

116 

1 



116 

96 

no 

2 



113 

86 

106 

3 



103 

88 

99 

4 



104 

93 

101 

5 



116 

96 

no 

6 



139 

105 

129 

7 



145 

116 

137 

8 



151 

106 

138 

9 



133 

99 

124 

1910 



127 

109 

122 

1 



136 

113 

129 

2 



145 

117 

137 

3 


'' 

154 

117 

143 

4 



160 

114 

147 , 

5 



155 

146 

152 

6 



163 

236 

■ 184 ‘ 

7 



170 

262 

196 

8 



199 

289 

225 - 

9 



277 

274 

: 276 

1920 



281 

280 

281 

1 



239 

228 

236 , 

2 



245 

201 

232 

3 



224 

193 

215 

4 



222 

217 

221 

5 



233 

211 

227 

6 



225 

195 

216 

7 



209 

185 

202 

8 



212 

171 

201 

9 



216 

170 

203 
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Imported 

articles 


Exported 

articles 


articles. 
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Chart No. 24* Price of Rice (India) 1861 — 1936. 
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Price of Rice 

Price 

Ten yearly 

Deviations 

Year 

Index. 

moving average 

from moving 

1861 

90 

(centred). 

average. 

2 

75 

. . 


3 

79 

. . 


4 

96 

. . 


5 

128 

. . 

. . 

6 

155 

no 

+45 

7 

129 

111 

+ 18 

8 

110 

113 

-3 

9 

129 

115 

;+ i 4 

1870 

109 

115 

-6 

1 

93 

111 

-18 

2 

87 

109 

-22 

3 

100 

112 

-12 

4 

118 

116 

+2 

5 

102 

118 

-16 

6 

114 

118 

-4 

7 

133 

119 

+ 14 

8 

159 

120 

+ 39 

9 

154 

121 

+ 33 

1880 

121 

124 

-3 

1 

96 

126 

-30 

2 

96 

126 

-30 

3 

110 

125 

-15 

4 

135 

123 

+ 12 

5 

137 

124 

+ 13 

6 

128 

128 

0 

7 .. 

123 

135 

-12 

8 

131 

141 

-10 

9 . . 

148 

145 

+ 3 

1890 .. 

147 

146 

+ 1 

■ 1 

150 

148 

+2 

2 .. 

179 

154 

+25 

^ 3 :-: 

162 

159 

+ 3 

4 .. 

152 

161 

-9 

5 

143 

162 

-19 

6 

162 

164 

-2 

: 7 

207 

165 

;+42 

•5* 
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Price of Rice — (Contd.) 





Price 

Ten yearly 

Deviations 

Year 



Index. 

moving average 

from moving; 

1898 




(centred) . 

average. 



158 

164 

-6 

9 



145 

164 

-19 

1900 



171 

166 

+ 5 

1 



180 

169 

+ 11 

2 



165 

172 

-7 

3 



160 

178 

-18 

4 



147 

187 

-40 

5 



169 

192 

-23 

6 



209 

194 

+ 15 

7 



229 

198 

+ 31 

8 



254 

206 

+48 

9 



220 

216 

+4 

1910 



198 

226 

-28 

1 



199 

231 

-32 

2 



230 

231 

-1 

3 



255 

229 

+26 

4 



254 

235 

+ 19 

5 



246 

251 

-5 

6 



234 

267 

-33 

7 



215 

280 

-65 

8 



228 

287 

-59 

9 



357 

294 

+ 63 

1920 



376 

303 

+ 73 

1 



355 

315 

+40- 

2 



326 

329 

-3 

3 



308 

343 

-35 

4 



335 

348 

-13 

5 



352 

342 

+ 10 

6 



359 

329 

+ 30 

7 



/ 368 ' 

: ? ^ 357 V, 

313 

+55 

8 



297 

+ 60 

9 



336 

280 

+56 

1930 



273 

262 

+0 V 

1 



189 

244 

—55 

2 



175 



3 



■'€52'- . 



4 



152 



5 



173 



6 



175 
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Price OF Wheat 





Price 

Ten yearly 

Deviations 

Year 



Index. 

moving average 

from moving 





(centred) . 

■ average. 

1861 



86 



■ 2 



73 

. . 


3 



80 



4 



102 

• . 


5 



115 

♦ « 


6 



129 

107 

+22 

7 



101 

108 

-7 

8 



96 

111 

-15 

9 



148 

111 

+ 37 

1870 



136 

109 

+27 

1 



90 

105 

-15 

2 



98 

102 

-4 

3 



100 

105 

-5 

4 



94 

108 

-14 

5 



81 

108 

-27 

6 



78 

107 

-29 

7 



102 

107 

-5 

8 



147 

108 

+ 39 

9 



158 

108 

+ 50 

1880 



118 

108 

+ 10 - 

1 



96 

no 

-14 

2 



101 

112 

-11 

3 



103 

112 

-9 

4 



91 

108 

-17 

5 



89 

106 

-17 . 

6 



103 

108 

-5 

7 



121 

113 

+8 

8 



123 

117 

+ 6 

9 



118 

118 

0 

1890 



117 

120 

-3 

1 

. . 

' 

137 

124 

+ 13 

2 



151 

131 

+20 

3 



127 

136 

-9 

4 



105 

138 

-33 




116 

142 

-26 

6 



153 

147 

+6 

7 



206 

147 

+59 
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Price of Wheat— 

•( Conid .) 




Price 

Ten yearly 

Deviations 

Year 


Index. 

moving average 

from moving 




(centred) . 

average. 

8 


143 

147 

-4 

9 


140 

148 

-8 

1900 


176 

150 

,+26 

1 


160 

152 

+8 

2 


142 

150 

-8 

3 


129 

152 

-23 

4 


123 

159 

-36 

5 


142 

162 

-20 

6 


155 

161 

-6 

7 


168 

163 

+5 

8 


226 

166 

;+ 6 o 

9 


203 

1 73 

+ 30 

1910 


170 

181 

-11 

1 


153 

187 

-34 

2 


170 

191 

-21 

3 


177 

195 

-18 

4 


. . 200 

204 

-4 

5 


227 

218 

+9 

6 


193 

235 

-42 

7 


205 

253 

-48 

8 


270 

269 

+ 1 

9 


.. 341 

280 

+61 

1920 


310 

286 

+24 

1 


360 

293 

+67 

2 


315 

301 

+ 15 

3 


356 

304 

+52 

4 
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CHAPTER XIII 


THE CRISIS 

There is no part or aspect of our economic life which does 
not show the effects of the crisis or of the heavy fall in agricultural 
prices since 1929. A study of the nature and causes of the crisis 
is therefore of the utmost importance. 

The flow of trade and production is not uniform — it is subject 
to rise and fall of a cyclical nature. 

The more important crises in the 19th century occurred in 
England in 1825, 1837, 1847, 1857, 1866, 1878, 1890, and 1900. 

Each year formed the middle point of a cycle, being preceded by 
a period of expansion leading to over-trading and followed by a 
period of contraction, more or less prolonged and more or less 
painful. ■ 

The years 1843 to 1910 saw eight major trade cycles in 
Germany: 1843-51, 1852-61, 1862-68, 1 869-79, 1 880-87. 
1888-94, 1895-1902 and 1903-10. Each cycle began with a 
boom, which was followed by a depression lasting from 2 to 6 
years. 

A new upward cycle in world production and trade was in 
progress when the Great War broke out. 

Production in an agricultural country also revolves in a cycle. 
But crises in a country where credit is less developed are chiefly 
Nature’s crisis. 

When, for example, we examine the course of food-grain 
prices in India we are at once struck by the cyclical nature of the 
price fluctuations. Taking the retail prices of food-grains in 1873 
as 100, we find that the index number rose from 81 in 1862 to 
137 in 1866, and after falling to 116 in 1868, rose to 149 in 
1869. The next great rise took place in 1878 when prices rose 
74 per cent as compared with the base year. Between 1 88 1 and 
1884 prices were below 100, but they rose in 1892, and more 
sharply in 1896-97 and 1899-1900. 



INDIA BEFORE AND SINCE THE CRISIS 

The explanation of this rise and fall of prices is simple. Prices 
rose on account of famine or scarcity, and they fell with the return 
of favourable seasons. It is only after 1905 that food prices rose 
to famine levels without famine in the country. 

Crises in the West are of a different character. It is probably 
true that every crisis has , its roots in physical, objective events 
but the course of trade and production in the West is materially 
influenced by the supply of credit and various other factors which 
are concerned more with men’s psychology than changes in the 
physical volume of production. 

Credit and states of mind are so intimately connected with 
the expansion and contraction of business activity in the West 
that attempts have been made to evolve theories of crises which 
almost completely ignore physical factors. The psychological 
theory attributes crises to errors of pessimism and optimism. 
Monetary theories ascribe trade cycles rnmnly to defects in monetary, 
financial and banking organisation. 

The last crisis has led to a re-examination of these theories, 
for it contains features which are difficult to explain in monetary 
or psychological terms. What is particularly inexplicable is the 
extraordinary persistence of the crisis. The crises of the past came 
and went. There took place a contraction of credit and a fall 
of prices, followed by gradual recovery euid re-expansion. The 
worst phase of a crisis of the past was over within a year. The 
acute phase of the present crisis began in 1 929, and even in 1 939 
it is impossible to speak of agricultural recovery in India. 

Fall OF Prices 1929-33 

The chief feature of the crisis was a heavy, continuous and 
universal fall of prices. 

Between 1 929 and March 1 933 the fall in our prices amounted 
to 42 per cent. The percentage decline m prices in the more 
important countries between the peak in 1929 and March 1933 wat 
as follows: United Kingdom 30*4; U. S. A. 37'6; Germany 
34’7; France 40'9 ; Japan 22'2; Italy 42'5; Netherlzuids 51*0; 
Canada 34*4. Of 32 coimtries, for which price statistics are avail- 
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abie, only 2 (Greece and Chile) show a rise of prices.^ As regards 
the remaining 30, the fall of prices in no less them 18 exceeded 30 
per cent in this period. 

The fall of prices was not uniform. It was much greater 
in the case of food-stuffs and raw materials than in that of manu- 
factured goods. For example, in March 1933 the index number 
for raw jute in India stood at 38, and for jute manufactures at 
68; raw cotton had in the same month fallen to 79 but cotton 
manufactures showed a rise of 12 per cent above the pre-War 
level. Cereals had fallen to 61 but metals only to 94, while 
building materials (teak wood) stood at 124.. The experience 
of other coimlries was similar. 

Percentage decline in agricultural prices in certain countries:® 
January 1929 TO March 1933 

Decline in national currency. Decline in gold price* 


Argentine 

514 

70-5 

Australia 

35-9 

65-5 

Canada 

53-2 

61-0 

India . . 

38-3 

564 

U. S, A. 

59*6 

59-6 


Agrictiltural coxmtries suffered not only on account of the 
greater fall in the prices of their products as compared with those 
of manufactured goods, but on account of the agricultural protection 
that has greatly increased in industricd countries. Terms of foreign 
trade have moved against agricultural countries and in favour of 
manufacturing countries. Of this a few example may be given. 
In 1929 the index of import prices in the United Kingdom 
(1927=100) , was 99, and of export prices 97, export prices being 
thus 99 per cent of import prices. In 1932 import prices fell to 
65 and export prices to 76, with the result that export prices were 
19 per cent above import prices. The percentage excess of export 
over import prices for other countries in 1932 was as follows:® 


^ League, Depression, p. 39, 
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France . . . . . . 18 

Germany .. .. .. 41 

Italy .. .. .. 3 

Switzerland . . . . . . 19 

U. S. A. . . .. .. 46 


It is evident that agricultural countries suffered grievously on 
account of the heavier fall in the prices of food-stufs and raw 
materials.^ 

The facts relating to the origin of the crisis and its develop- 
ment are fairly clear and, thanks to the excellent publications of 
the League of Nations on this subject, they are widely known. It 
is the explanation of the crisis that is difficult. Is the crisis merely 
a conjunctural crisis, that is of a cyclical nature, such as those of 
the past, or one due to structural changes, bringing in their train 
alterations of a fundamental nature in the relations of supply and 
demand, of production and consumption. The answer to this 
question is important, for the discussion of remedies must depend on 
the view taken of the causes of the crisis. 

Wilhelm Roepke, a leading German economist, has given an 
interesting analysis of the crisis. In its nature and first stage the 
crisis was a conjunctural crisis, that is, it represented an inevitable 
reaction to the preceding period of credit expansion and over- 
investment in the whole world. But in that case, after a painful 
period of liquidation, extending over not more than a year, a new 
equilibrium should have been established. Not only did that not 
happen, but many circumstances conspired to cause a ‘ secondary ’ 

^ Manufacturing countries haw their own difficulties. While the prices of imported 
food-stuffs and raw materials have fallen more than those of exported manufactured goods* 
export prices are lower than those of goods retained in the country for home consumption. 
Protection has added to the difficulties of manufacturers. They have been compelled, in 
order to sell anything at all in foreign countries, to continuously lower the prices of 
exported articles. This has meant heavy sacrifices for those who produce for export, 
in view of the fact that many items of cost of production (i.e., wages and taxes) are 
inelastic. The internal prices of same goods have remained relatively high. “Such is 
the sacrifice remarks Sig. Vincent Porri, “ now necessary for conquering tariff barriers, 
erected everywhere for shutting out foreign competition; such are the efforts made for 
maintaining relations with the foreign clientele”. (Exonomic Essays in Honour of Gustav 
Cassel, pp. 523-25). 
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crisis to emerge from the first, to which Roepke gives the name 
‘primary’. The emergence of this secondary crisis dates from 
the year 1931.^ This ‘secondary’ crisis is marked by deflation 
of an altogether new kind in which the fall of prices is of wholly 
subsidiary importance. Declining prices are only a weak reflection 
of the general process of economic contraction. “ As a matter of 
fact the process of contraction, is, in the first place, a process of 
contraction of quantities produced, and only so far as the adjustment 
through the quantities produced (i.e., their reduction in relation to 
demand) is incomplete, there is also a process of price-contraction 
The chief features of the ‘ secondary ’ crisis are, therefore, con- 
traction of income, contraction of demand, and contraction of pro- 
duction. Complications were introduced in this process of adjust- 
ment by other factors, e.g., reparations and other political and 
commercial debts, short period loans, the rise of nationalism, and 
an ‘ orgy of protectionism ’ which may be regarded as a product 
of BelUzisumus (growth of war-like feeling) and nationalism.® 
The agricultural crisis made matters worse, and, finally there was 
superadded the international credit-crisis of the year 1931, which 
might have been avoided by timely united action on the part of 
the leading countries.^ 

Roepke’s remedy for the situation was the adoption 
of a policy of * re-expansion ’. He makes it quite clear that ‘ re- 
expansion ’ does not mean a demand for raising the general price 
level. “ The essential thing is not fighting price-contraction but 
fighting demand — , production — , and thus finally also income- 
contraction.” 

Other writers, while recognising that a return to 1928 prices 
is impossible, still advocated a policy of ‘ reflection ’.® At the same 
time the State was asked to follow a vigorous policy of assisting 
industry, and of saving such businesses as could be saved. 

® Economic Essays in Honour of Gustav Cassel, pp. 556-57. 

«W. A. Jan, 1933, p. 27. 

^Economic Essays, loc. cit., p. 562. 
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The Gonjunctural Explanation 

Keeping in view the catastrophic fall of prices, the universaf* 
character of the depression, its intensity, and the extraordinary 
persistence of its worst features, we inquire: was the crisis preceded 
by an extraordinary inflation of credit and abnormal boom condi- 
tions throughout the world, so that when the brake in the shape of 
stiffer money rates was applied, a crisis of unprecedented magni- 
tude was precipitated? 

There is not much evidence to support this view. The Course 
and Phases of the World Economic Depression of the League of 
Nations thus summarises the economic situation in the world in the 
years 1920-29: 

“The general impression conveyed is that there was very little 
uniformity in the movement of business conditions in the different 
countries during the last decade, especially before 1927. Only 
in a few countries — such, for instance, as the United States, Great 
Britain, Canada and Czecho-Slovakia — can a cyclical movement 
with a period of 3 to 4 years be observed, and even in these cases 
the movements did not synchronise”®. 

A few examples may be given to illustrate this. There was 
a crisis in 1921-22, but it was felt severely only in coimtries which 
were pursuing a policy of deflation. In other countries, were there 
was no deflation, ‘prices, after a temporary setback, resumed their 
upward movement’. The year 1923 was one of recovery, but 
improvement had begun earlier in Canada and the United States, 
and these countries “entered upon a brief phase of declining 
activity ”in the latter prut of the same year^®. 

The recession of 1924 in North America was not felt 
in Europe. 

Monetary deflation depressed business conditions in many 
countries in 1925, but in the second half of the yesir, Canada, Spain, 
the Argentine, Japan and India “were still in the upward phase of 
the cycle”^^. ^ 


% 



® League, Depression, p. 1 10. 

p. 106. 

ii/iiJ.. p. 107. 


316 



THE CRISIS 


England’s loss in 1926 on account of the coal dispute and the 
. general strike was her rivals’ gain. Germany, Belgium, Sweden 
and other countries profited by the decline of busmess activity, in 
England. But production in France, Spain and Italy suffered on 
account of monetary troubles. 

The year 1927 saw currency stabilisation in most countries 
and “there was a clearly marked tendency towards expansion of 
production and trade’’^^. But conditions were unsatisfactory in 
some countries (France, Italy, Denmark Norway, Rumania, Brazil 
and Japan) , chiefly on account of monetary difficulties. 

In the year 1928 industrial activity and stock exchange 
transactions and quotations in some countries “attained boom 
proportions” . But in Germany smd certain cereal producing 
countries there, was no boom — only “ on the whole the level reached 
was maintained ”. In Australia, on the other hand, conditions %vere 
adverse on account of the bad crop in the winter of 1927-28. 
There was ‘a certain recession’ in Finland, and “industrial produc- 
tion in England declined in the first half of the year” ( ! 928) . 

In the year 1929 production remained stationary or slightly 
declined in Poland, Hungary, the Argentine, Canada, Czecho- 
slovakia and Switzerland, but in other countries (e.g.. United 
States, England, France, Germany and Sweden) it increased, and 
in some branches of industry “ hitherto undreamt of levels were 
attained 

All this does not furnish evidence of any extraordinary or 
universal boom. What we actually find is an improvement in some 
countries, and a recession in others,, and the degrees of improvement 
or recession in different countries are different. 

Boom conditions did exist in the United States in 1928 and 
1929. “ In other countries, there was also cin increase in produc- 

tion during these years, but boom conditions were felt to a less 
extent Unemployment, though declining, still “ remained on 
a relatively high level Agricultural countries experienced no 

32 /fey., p. 107. 

Ihid.f p. 108. 

p. 123. 
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boom, as the fal! of agricultural prices (which commenced before 
the New York stock exchange crash of October 1929) had reduced 
the purchasing power of the peasant class. 

Great Britain was adversely affected by the unsatisfactory 
conditions in certain over-seas markets. There was no boom even 
in Italy. The increase in business activity in this country marked 
a revival of trade after the depression, due to deflation, of 1927. 

Having noted the fact that there was no real boom throughout 
the world in 1927-29, or preceding years, let us follow the story 
of the crisis in the United States. 


American Boom 

The signal for the outbreak of the crisis was given by the stock 
exchange crash in New York in October 1929. The collapse was 
preceded by the usual boom. 

Authoritative figures show that between 1926 and 1929, 
prices were rising very slowly in the United States. Taking prices 
in 1926 as 100, the index number rose to 103 in 1928 and 105 
in 1929. There was a slight reduction in the quantity of money 
in .circulation (3 per cent in 1928 and 1929; 1926=100) and 
a small increase in the amoimt of deposits subject to cheque (4 
per cent in 1928 and 3 per cent in 1929; 1926=100). The 
clearing index of business, prepared by the Federal Reserve Bank 
of New York, rose from 100 in 1926 to 102 in 1928 and 106 in 
1926, while industrial production, after falling 2 per cent in 1927 
(1926=100) rose to 103 in 1928 and 1 10 in 1929 

These figures do not show any sensational growth of business 
activity. And yet, in spite of almost stationary prices, and on the 
basis of a slowly expanding industrial production, business profits 
in the United States were increasing at an abnormal rate. 

The increase of business profits was due to the fall in costs 
of production made possible by technical progress; wages did not 
rise much. 


The very high profits earned in the automobile industry led 
to over-investment in that field, “and the capacity of the industry 
reached the most amazing proportions 

With the growth of industrial profits speculation grew and 
prices of industrial stocks leapt up. Kemmerrer thus describes the 
situation: 

“ Prices of stocks on our exchanges rose to figures out of all 
proportion to the earnings, actual or prospective, of the respective 
companies. ....... From September 1924 to September 1929 

the mean of the monthly high and low daily averages of prices of 
35 1 industrial stocks, as given by the Standard Statistics Company, 
rose from 70‘7 to 216, and for 33 railroad stocks from 79*3 to 
168*1. The volume of monthly sales on the New York stock 
exchange increased during the same period from 1 8 million shares 
to 1 00 million shcires 

It may be noted that the boom in the United States “ was 
rather a typical investment boom than a consumption boom 
The increase in the production of articles of consumption such as 
leather goods, shoes and textiles was much less than tliat in the 
production of iron and steel. The consumption of food products 
remained unchanged. The increased purchases of automobiles or 
the products of the radio industry “ required investment of savings no 
less than the purchase of machinery ”. 

Credit conditions in the first 12 months after the summer of 
1927 were easy in the United States and other countries. The 
credit created in the United States in this period was largely utilised 
for speculative purposes. 

Tlie conditions of easy credit changed both in the United 
States and other countries in the summer of 1928. To counteract 
the speculative movement, discount rates were raised by the Federal 
Reserve Banks, and commercial banks in New York were persuaded 
not to lend money to the stock market. The high money rates and 
the contraction of credit attracted foreign funds and caused a re- 

Monetary Policy and the DepressioUt p. 7, 

Facing the Fads, p, 7. 

League, Depression, p- 124. 
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duction of American short-term investments abroad. This created 
difficulties for debtor countries.. From January to October 1929 
the gold stocks of the United States rose by 260,000,000, dollars. 

At about the same time France also attracted some gold, on 
account of the improvement in her balance of payments. “The 
high rates on call money in the United States (8-9 per cent.) , the 
fear that the stock exchange boom there would end in a sudden 
Clash, and to some extent the strain on gold supplies, induced 
Central banks elsewhere to raise their rates and restrict credit 

The restriction of credit in the United States led to a collapse 
which meant the ruin of millions. Between June 1929 and June 
1 932 the prices of 35 1 industrial stocks fell from 191 to 34 
(1926=100), of 33 railroad stocks from 145 to 14 and of 37 
public utility stocks from 233 to 55 

Speculators had over-reached themselves and were punished 
heavily for their sins 

p. 128 . 

20 Facing the Fads, p. 8. 

21 The fate of speculators in America, and the fact that the stock exchange collapse 
plunged the United States into chaos and precipitated a violent crisis in the rest of the 
world, have led many writers to emphasize the danger of speculative activities divorced 
from production. Speculation, we are taught in text books of economics, tends to steady 
prices. The speculator docs not add to existing supplies, nor does he substract from 
them, but his activities result in a better adjustment of supply to demand as between 
the present and the future. 

But this is true of speculation which has some relation to actual life. As Sir Arthur 
Salter says: 

Speculation based on economic realities may be; beneficial but * speculation on 
speculation* is definitely injurious” (Recovery, pp. 37-38). 

Speculation has been described as the salt of industrial and commercial activity. 
Accepting the gastronomic comparison as true, says an Italian writer, it may still happen, 
that the same palate may reject equally food without salt as food which contains too 
much salt. 

In the United States, in the years immediately preceding the collapse, speculation 
became an ‘ end-in-ilself *. What happens when speculation becomes an * end-in-itself 

” But it is certain that when this happens, and the hope of gain is more and more 
isolated from productive activity, and comes to rest exclusively on the game of a 
probability of a rise or fall of prices or the hope of profit arising from the difference 

between the purchase and the sale price. there is a transference of activity from 

the field of work to that of play: from the factory to the stock exchange, from the 
field of production to that of distribution or redistribution of wealth; and thus the easy 
enrichment of one at the expense of another comes to mean a transfer of wealth from 
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Debtor and Creditor Relations 

Reference has been made above to reduction in American 
short time investments abroad, which created difficulties in debtor 
countries. Debtor and creditor relations next claim our attention 
as they are intimately connected with the development of the crisis 

in 1929-31. 

Before the War the chief creditor nations were England and 
France, and of less importance, Belgium, Holland and Switzerland. 
The United States borrowed more than she lent and the net sum 
that she owed to other countries in 1924 is estimated at 3, GOO 
million dollars 

The economy of a debtor country is different from that of 
a creditor country. For example, India must export more goods 
than she imports. A decrease in the amount of our favourable 
balance of trade is a matter of grave concern to us, for to be able 
to meet our foreign obligations, we must have a surplus of exports 
over imports at least equal in amount to our annual external obliga- 
tions. A creditor country, on the other hand, can afford the luxury 
of an unfavourable balance of trade. In fact, creditor countries 
must have .^.unfaypuEableJb^ance of to for that is only how, 
normally, debtors can pay interest on loans_ or., return_ the prinm^ 
sum . 

In the year 1913 imports of merchandise into England were 
valued at £ 659 millions and exports at £ 525 millions, or England 
had an adverse balance of trade amounting to £ 134 millions. 
Imports and exports in 1 930 had increased to £ 958 millions and 
£571 millions respectively, or the amount of England’s adverse 
balance had grown to £ 387 millions. How did England pay for 
this huge total of surplus imports? 

In the first place she earned about £ 1 60 millions as banking, 
insurance and other commissions and in shipping freights. Secondly, 

the one to the other* without any increase in the amount of the wealth — ^which must, 
in the end, impoverish the country” (Fahio Luzzatto in Giornale degli Economist! e 
Rivista Staiistica for Feb. 1934, p. 84). 

H. W. B. Supplement, p. 629. 


her income from overseas investments in the shape of interest 
amounted to £ 235 millions. 

The mechanism of international lending and borrowing is 
intimately connected with that of credit and exchange. 

When we raise a loan in England, exchange will tend to move 
in our favour, for the loan places us in funds with which we might 
reduce our foreign indebtedness. ’- In pre-War years and till 
recently when the Government of India adopted the practice of 
making remittances to England through sterling purchases in India, 
these remittances were made through drawings of the Secretary of 
State for India, or by the sale of Council bills. If a loan was 
raised in England, the Secretary of State was able to reduce the 
amoimt of the sales and use the proceeds of the loan to meet the 
‘ Home charges.’ Reduction in the sale of Council bills tended to 
raise the exchange value of the rupee. At present reduction in the 
sterling purchases of the Government of India has the same effect 
on the rupee exchange. 

A loan raised abroad increases the purchasing power of the 
borrowing caountry. If gold is imported, it may be used for creating 
additional credit. In our case, a part of the loan, in the shape 
of gold or British securities, may be added to the Paper Currency 
Reserve in England, permitting the issue of more notes in India. 

The creation of additional credit in debtor countries would 
stimulate trade emd industry. Prices would tend to rise, imports 
would increase, new industries may be founded, old industries 
may be strengthened and enlarged and large public works may be 
xmdertaken. Thus a steady stream of gold flowing into debtor 
countries may give rise to boom conditions. 

Interest would be paid by exports of produce which is in 
demand in the creditor country. If, on account of famine or 
scarcity, the necessary exports are not forthcoming, against which 
bills may be drawn on importers in the creditor country, difficulties 
arise. A new loan must be arranged or gold must be exported. 

Foreign capital has played an important part in the develop- 
ment of colonies and backward countries. India imports both 
foreign capital and the foreign capitalist. 
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A part of the capita! borrowed is generally spent in the creditor 
country on machinery, railway material and other goods. Employ- 
ment is thus created in the lending country and the industries 
concerned are enabled to expand. A country, then, which exports 
capital on a large scale would be industrially prosperous, with high 
wages and a high standard of living. The increase in her purchas- 
ing power, due to the expcuision of constructional and other 
industries would enable her to buy more food and raw materials 
from debtor countries. 

But the whole mechanism of international investments is a 
delicate one. When it is suddenly subjected to a severe strain, it 
may break. 

During 1924-29 the United States and England, respectively, 
made loans to South America approximating 1,200,000,000 dollars 
and £ 50,000,000, of which the small Republic of Columbia 
received 1 70,000,000 dollars. “ There was a great boom. 
Competitive railway building and other public works sent up wages 
by leaps and bounds ; imports vastly increased ; food was imported 
where before it had been produced locally. When the gold 
stream ceased, there was a collapse. Imports ceased and Colum- 
bia thus added its small quota to depression in the industrial 
countries.’’"® The same thing happened in Brazil, Peru, Chile, 
probably in the Argentine and “ certainly in Australia.”®^ 

But why should the gold stream cease to flow? 

Suppose on account of technical advance in agriculture, pro- 
duction increases so much that food-stuffs and raw materials, the 
products of debtor countries, cannot be sold at remunerative prices. 
Prices come down, profits vanish, the credit of borrowing countries 
contracts and the golden stream ceases to flow. . Not only would 
the creditors not make fresh loans to agricultural countries, but 
insist on the payment of old debts. Under such conditions foreign 
capital becomes ‘ home-sick ’ (Heimweb des Kapitals).®® The 
sudden recall of foreign capital may throw the currency system of 
debtor countries into confusion. 

23 Macmillan Report, p. 80. 

2* Macmillan Report, p. 80. ' 

25 W. A. April 1933, p. 323. 
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The creditor countries themselves cannot escape injury. If 
the purchasing power of debtors shrinks, their demand for imports 
from creditor countries would fall. First the constructional 
industries would be affected and gradually the depression would 
spread to other industries. The figures of the unemployed would 
mount up. As the situation grows worse, more countries would 
become involved in the general chaos and ruin. 

This is precisely what happened in 1928 — ^31. During and 
after the war there was an enormous addition to the debt of the 
world. The total amount of the world’s Government debts in 
1924 was officially estimated in Germany at 190,600,000,000 
Marks (20 43 Marks=I £gold). This includes inter- Allied 
debts but excludes Reparations imposed by the Treaty of Versailles. 
The German Institut fuer Konjuncturforschung estimated the 
political debt of the world at the end of 1931 at 541,600,000,000 
Marks. Tire private debt of the world about the middle of the 
year 1 932 is put at 252,628,000,000 Marks.-** 

The leading creditor country is now the United States, followed 
closely by England and at a respectable distance by France and 
Holland. 

It was the ar that turned the United States into a creditor 
country. France began to export capital in 192^1, and soon after 
the War England assumed her old role of an international lender 
on a large scale. Germany had lost all her foreign assets and 
became an importer of capital. 

Between 1923 and 1929 about equal amounts were invested 
abroad by the United Kingdom and the United States — about 
3,000 million dollars. The leading borrowers were Germany and 
Australia.^® 

About 1928 tlie net foreign assets of the United States reached 
a total of 6,500—8,500 million dollars (excluding War debts) . 
British long term investments were valued at 20,000 million 
dollars. Germany, apart from Reparations, owed at the end 

26 W. A. April, pp. 326-27, 

League, Depression, p. 3L 
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of 1928 about 1 ,900 million dollars on long term account and 1 ,000 
million dollars on short term account. 

The income of the United States earned abroad in the form 
of interest in 1928 has been estimated at 5'7 dollars per head of 
the population, and of England no less than 29 dollars. The 
obligations on account of interest of some debtor countries, parti- 
cularly those exporting food-stuff s and raw materials, were as shown 
below: 

Net interest owed abroad per head of the population in 
1928."° 


New Zealand 


Dollars 

. . 27-6 

Australia 


. . 27-5 

Canada 


. . 22-3 

Argentine 


.. 17-4 

Union of South Africa 


. . 98 

Norway 


.. 67 

Denmark 


. . 3-8 

Hungary 

, , 

.. 3-0 


It can be easily understood that agricultural countries with 
heavy foreign obligations found themselves in a position of great 
difficulty when the prices of their products began to fall. Gold 
imports declined and ceased, and finally, gold began to flow in 
the direction of creditor countries. Between 1928 and 1929 
capital movements from the United States fell by 561 million 
dollars and the total overseas issues on the London market declined 
from £ 143 millions to £94 millions. As a consequence of an 
adverse balance of payments, the surplus of gold, or gold stocks 
over legal minimum gold requirements in debtor countries began 
to decline: 

League, Depression, p. 36. 
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Surplus gold in million dollars^^ 




End of 

June 

June 



1928 

1930 

1931 

Argentine 

« . 

. . 147 

65 

« « 

Australia . . 


.. 167 

71 

• 9 

Germany . . 


.. 300 

292 

34 

Spain 


.. 159 

146 

57 

United Kingdom 


. . 178 

269 

336 

U. S. A . , 


.. 1420 

1967 

2245 

France 

. * 

. . 139 

520 

831 


Between 1928 and 1930 there was a fall in the gold reserves 
or foreign assets of the following countries, all of which had been 
hit hard by the fall in the prices of food-stuffs: Argentine, 
Australia, Brazil, Canada, Columbia, and Hungary. The crisis 
in raw materials affected the following countries: Bolivia, Egypt, 
Eucador, India, Mexico, Dutch East Indies, Peru, Uruguay, and 
Venezula. Gold stocks of the United States increased from 4,332 
million dollars in December 1928 to 4,787 million dollars in 
December 1930, and those of France from 1,271 million dollars to 
2,099 million dollars in the same period. 

Before* the abandoment of the gold standard by England 
towards the end of September 1931 the following countries had 
already suspended the gold standard officially: Uruguay 
(December 19, 1 929) , Argentine (December 16, 1 929) , Australia 
(December 17, 1929), and Mexico (July 25, 1931). In 
addition, the currencies of the following countries had depreciated 
in relation to gold before September 1931: Turkey, Spain, 
Paraguay, New Zealand, Venezula, and Bolivia. New Zealand 
and Uruguay had reverted to de facto gold parity, but there had 
been no return to the gold standard in Spain and Turkey.^^ 

The heavy losses suffered by debtor countries in consequence 
of the fall in prices, the weakening of their financial position and 

Ihid^ pp. 96 and 230. 

32 League. Economic Survey* 1932-33. pp. 222-23. 
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the breaking of their exchanges had created a situation which was 
bound to react on creditor countries. The chief cause of the 
trouble, was the fall in prices. The League of Nations Economic 
Survey for the year 1931-32 refers to the steady and continuous 
fall in the prices of raw materials and food-stulfs and says : “ The 

financial crisis whidh followed made it abundcintly clear that it was 
the plight of the debtor countries, at once a main cause and the 
consequence of falling conunodity prices, that was the darkest spot 
in the almost universal depression 

As the economic situation in debtor countries grew worse, their 
demand for manufactured imports heavily decreased, which led to 
a further fall in commodity prices. The plight of the debtor 
countries was thus both a main cause and the consequence of falling 
prices. 

The Financial Crisis OF 1931 

The story of the financial crisis of 1931 may be thus 
summarised. 

The Creditanstalt, a large Austrian bank, had suffered heavy 
losses in 1930. In May 1931 it was found in difficulties again. 
The Austrian Government came to its help, assisted by substantial 
advances by the Bank of England and the Bank of International 
Settlements. For the time the situation was saved, hut on August 
7 the Austrian Government requested the League of Nations “ to 
proceed to an examination of Austria’s economic and financial 
difficulties and'to seek the means of remedying them ”. 

At the end of 1930 Germany’s short-term indebtedness was 
estimated at 103,000 million Marks. The weakness of Austria 
revealed in May 1931, created a panic which spread to Germany 
and a run started on the Reichsbank, which lost 250 million dollars 
of its gold and foreign exchange in four weeks. On Jime 23, the 
President of the United States proposed a year’s moratorium of 
reparation and war debt payments. Later the British Government 
announced that it wmuld not require the payment of its share of 

33 Ihii, p. 70 . 
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the reparations due on July 15. The Bank of International Settle- 
ments also rendered assistance in the shape of rediscount credit. 
An expert committee declared in the first week of August that 
withdrawal of short term balances from Germany was “ not justified 
by the economic situation of the country ” and a “ Standstill Agree- 
ment ” was reached in the middle of August by which arrangements 
were made for the “ continuation of credits to the German debtors ” 
under certain conditions. But in the first seven months of 1931 
Germany lost 2,900 million Marks, of which 2,100 million marks 
came from the short term liabilities of the banks. However, as the 
result of international effort, the situation in Germany improved and 
the Bank rate was reduced from 15 per cent on August 1 to 10 per 
cent on August 12 and 8 per cent on August 19.®* 

When the run started on the German banks, the Bank of 
England began to lose gold. The Bank rate was raised but the 
drain continued. In the last fortnight of July the Bank lost over 
£30 millions. The uneasiness increased when it became widely 
known from the Report of the Macmillan Committee, published on 
July 1 3, that London had a large volume of short-term indebtedness. 
Its own short-term claims on Europe were smaller in amount and of 
little value on accoimt of the financial situation of Europe. 

The Bank of England borrowed £50 millions from French 
and American banks at the beginning of August and a further 
£80 millions was borrowed by the Government from the same 
sources. Still the drain continued. In the two months preceding 
September 20 the London money market lost over £200 millions. 
Between Wednesday morning (September 16) and Saturday mid- 
day (September 19) London lost over £43 millions of short-term 
foreign funds. On September 21 came the suspension of the gold 
standard. 

The immediate cause of the breakdown of the gold standard 
in England was the drain of gold. But England’s return to gold 
in 1925 was a mistake, and in view of her declining exports, quite 
apart from the drain of gold in 1931, it would have been impossible 
for her to remain on the gold standard much longer. 

League, Economic Survey. 1931-32, p. 76. 
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The Macmillan Goiimiittee rejected devaluation. They 
thought that the lowering of the value of the £ as a deliberate 
measure, after the return to gold in 1925, would mean the adoption 
of ‘ an entirely new principle ’ which would shock the entire financial 
world.®® The events of the two months following the publication 
of the Report showed that the Macmillan Committee had over- 
rated England’s financial strength and under-rated the strain of 
falling prices and declining demand on debtor countries and the 
reaction of this on creditor countries. 


CHAPTER XIV 


THE CRISIS — (conid.) 

CAUSES: MONETARY AND NON-MONETARY 

Reference has been made in the preceding pages to the fall 
of prices which made debtor countries bankrupt and which ultimate- 
ly led to the breakdown of the gold standard. 

Why did prices fall ? 

In attempting an answer to this question we shall begin with 
the monetary theory of the crisis. Among others Sir Henry 
Strakosh (England) and Prof. Gustav Cassel lay emphasis on the 
monetary causes of the crisis. 

The gold standard works automatically, provided gold is 
permitted to move in and out freely. Let us assume a given distri- 
bution of monetary gold among the nations of the world, which has 
produced a given level of world prices. Prices in different countries 
are never precisely the same, but a tendency to equality in the case 
of commodities which enter into international trade always exists. 
Suppose the general level of prices suddenly begins to rise in some 
countries. These countries will become a good market to sell 
in, and a bad market to buy in; they will begin to import goods 
heavily, while their exports of goods v/ill decline. The equilibrium 
will be restored by the export of gold. On Ae one hand, the export 
of gold will tend to bring about a fall of prices (through the con- 
traction of the gold basis of credit) in the countries where prices 
had risen, and on the other, it will raise prices, by enabling credit 
to expand, in the countries which import the gold. 

This is the classical theory of distribution of the precious 
metals throughout the world through the mechanism of changing 
prices. It is assumed that when gold is imported, it does not dis- 
appear into hoards. If it does, prices vdll not be affected. India 
imported gold and silver on a large scale in the 16 th and 17 th 
centuries, but this import led to no considerable rise of prices, as the , 
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precious metals were used ia India chiefly for hoarding purposes. 
Similarly, if gold received by a country, say France or the United 
States, is not used for the expansion of credit, and simply locked 
up in the reserves of Central banks, prices will remain unaffected. 

The mechanism of the gold staindard is delicate and it may be 
easily thrown out of balance by a ‘ mal-distribution of gold ’ which 
fails to correct itself. For example, let us assume that one or two 
countries, somehow, acquire a strong pull on the world’s stocks of 
monetary gold. Gold begins to flow to these countries, and it is 
hoarded by them. Their prices fail to rise, and may even fall. 
While the acquisition of gold by these creditor countries has in no 
way augmented their prosperity, the reduction of gold reserves in 
other countries may produce dire consequences. A process of 
wholesale liquidation may set in in the gold-losing countries. 
Suppose England is one of these countries. To guard its gold 
reserve the Bank of England will raise the Bank rate and take steps 
to induce joint-stock banks to raise their rates of discount. Borrow- 
ers will find it increasingly difficult to obtain accommodation, and 
will have to pay more for it. To meet their obligations some 
borrowers may be forced to sell securities and goods. This is the 
beginning of a period of deflation — of the contraction of money 
and credit and fall of prices. 

Distinguished economists, whose names command respect both 
in the scientific and the business world, assure us that it was precisely 
thus that the fall of prices started. It is argued that the fall of 
prices was not due to the scarcity of gold. It is estimated that 
between 1913 and 1931 the world’s stock of gold increased at an 
annual average rate of 4*7 per cent, while the demand for gold, 
as represe;nted by growth in the production of ‘ basic physical 
commodities ’, from 1913-14 to 1 929-30 increased at the rate of 
1*86 per cent per annum.^ 

Between January 1, 1929 and June 30, 1931 the gold hold- 
ing of France increased 74 per cent and of the United States 19J/2 
per cent, while monetary gold in the possession of the rest of the 

’^Facing ihe Fctcis, eciited by J. G. Smith (New York, 1932), p, 14. 
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world decreased 16 per cent.® During the same period the total 
gold Stock of the world increased from 10,962 million dollars to 
1 1,817 million dollars, or 8 per cent. 

How did it become possible for France and the United States 
to draw gold from the rest of the world? 

The answer is reparations and War-debts. The War made 
them creditor nations. They might have saved the world’s gold 
stock from the strain which their creditor position imposed on it by 
agreeing to have the debts owing to them paid in commodities. But 
this they refused to do. On the contrary, they raised high tariff 
walls to keep out foregin goods. 

Between January 1925 and January 1931 France and the 
United States received, on account of reparations and War-debt 
payments, 2,262 million dolleurs. In the same period their gold 
reserves grew by 1,520 million dollars. The connection between 
the import of gold by France and the United States and repara- 
tions and War-debts is clem:® 

“The breakdown of the gold standard must therefore be 
regarded as the combined result of the obligation to pay reparations 
and War-debts on the one side, and the unwillingness of the 
receiving countries to receive payment in the form of goods and 
services on the other” (Sir Reginald Mant and Sir Henry 
Strakosh).^ 

The breakdown of the gold standard might have been avoided 
if France and the United States had re-invested their favourable 
balances in debtor countries. Before 1928 Germany paid repara- 
tions with the help of loans from the United States. But after 
1928 the United States wanted all her capital for her own use. 
Boom conditions existed in American industry, and capital was 
required both for investment in American industry and for specula- 
tive purposes. It also seems that/ Germany had exhausted her 
borrowing capacity. 

^Report of ihe Cold Delegation of the Financial Committee of the League of 
Nations (Geneva, 1932). Minute of Dissent by Sir Reginald Mant and Sir Henry 
Strakosh, p. 67. 
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Again, the collapse of the gold steuidard might not have 
occurred if the gold imported by France and the United States had 
led to a rise of prices in these countries. Their imports of goods 
would have increased and exports declined, and gold would have 
flown out. But they did not use the gold for monetary purposes. It 
“ was simply buried in the vatxlts of the Central Banks. Not only 
was the level of prices of these countries not raised but was 
actually lowered as the price level fell in the rest of the world 
(Mant and Strakosh).® 

With this opinion Prof. Gustav Cassel is wholly in agree- 
ment. He says: “ The payment of War-debts in conjunction with 
the imwillingness to receive payment in the normal form of goods 
led to unreasonable demands on tire world’s monetary gold stocks; 
and the claimants failed to use in a proper way the gold that they 
had accumulated 

This situation is described as the ‘ sterilisation of gold ’. Sir 
Arthur Salter says: 

“ But as France and America did not need this extra gold 
it became in part ‘ sterilised ’, that is, it was not used as the basis 
of as much money as in the countries from which it had come. The 
net result of this mal-distribution of gold was therefore to reduce 
the total amount of money in the world, and thus to exert a depress- 
ing influence on the general level of prices 

The whole blame for the breakdown of the gold standard 
thus rests on France and the United States. 

If this view is accepted, the crisis would appear to be a 
monetary phenomenon. Something went wrong with the world’s 
money, and the whole system of production collapsed. Prof. 
Gustav Cassel insists that in dealing with the crisis what we have 
to explain “ is essentially a monetary phenomenon ”.® According 
to Prof. Verryn Stuart, the general fail of prices was caused ‘ by 
a shrinking of the quantity of money, particularly by a decrease in 

B/WJ, p. 67. 

^ The Crisis in the WorlT s Monetary System by Prof. Gustav Cassel (Oxford, 
1932) pp. 71-2. 

'^Recovery (G. Bell, 1932), p. 39. 

8 of Dissent to the Gold Delegation Report, p. 74. 
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the velocity of circuiatioa of money ”®. A decrease in the velocity 
of circulation of money and credit is also a monetary phenomenon, 
and an inevitable consequence of deflation. When the process of 
liquidation sets in, there is loss of confidence, and money circulates 
less rapidly. 

The view that the crisis was ‘ essentially a money crisis or 
was wholly due to a breakdown of the machinery of exchange, 
deserves closer examination. Agreeing with Sir William Beveridge 
that “ there is a flaw in our machinery for making and unmaking 
purchasing power ” and that it is not under control^, we ask 
whether this is the whole account of the crisis. And then why did 
the machinery of exchange break down so suddenly? Are France 
and the United States really the villains of the piece? The world 
has not been able to avoid alternate inflation and deflation: it has 
failed to manager credit properly. Assuming that the failure to 
manage credit caused the crisis, to what extent must France and the 
United States be held responsible for what happened? 

• France 

France has been accused of deliberately attracting gold to 
herself, of accumulating a huge gold and foreign exchange reserve 
“which was to play a predominant part in International politics 
during the subsequent years” (Paul Einzig).^^ 

The causes which led to the import of gold into France were 
the following: (1) a favourable balance of payments, (2) repara- 
tion receipts, (3) return of French capital from overseas. During 
the depreciation of the franc capital had fled from France. Before 
M. Poincare took charge of the French finances in 1 926, the franc 
had fallen to 240 to the £, which led many Frenchmen to sell 
francs. The flight from the franc resulted in the accumulation of 
foreign balances by France. Confidence in the franc returned on 

^Economic E^sa^s in Homour of Custav Cassel (George Allen, 1933), p, 605. 

The World*$ Economic Crish (George Allen), p. 163. 
p. 175. 

Quoted by H. Withers in Money tn the Melting pot p. 38. 
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the restoration of budgetary equilibrium in France and the stabiliza- 
tion of the franc, and French capital abroad returned to France. 

The influx of gold did not lead to inflation, but the charge 
of deliberate ‘ sterilisation ’ made against the French authorities is 
unfounded. “It appears ” says T. Balogh, “that those who make 
the charge of wilful hoarding mistake for conscious tactics the 
shortcomings of the French banking system and of the gold standard 
in general 

But France has a much better case than that. M. Rist says: 

“ One may assert, as does Sir Henry Strakosh, that the actual 
crisis is solely due to monetary factors, in particular to an insuificient 
utilisation of credit. It is difficult to prove it.”^^ 

M. Rist shows that between June 1927 and June 1929 there 
was an increase in the reserves of the Bank of France of 9,338 
million gold (francs), but it was accompanied by an increase in 
bills and advances of 5,9 1 6 million gold (francs) . After the autumn 
of 1 929 till October 1 7, 1 930, bills and advances decreased from 
10,443 million gold (francs) to 7,832 million gold (freincs), imder 
the influence of the world depression started by the banking crisis 
of New York.^“ 

“Normally a bank of issue”, says M. Rist, “limits its 
action to meeting the demands for credit addressed to it; in a period 
of depression these demands do not arise In the two years 
following the de facto stabilization of the franc the growth of 
general prosperity increased the demand for credit on the Bank of 
France, and the Bank met it. After 1929 this demand decreased 
and the Bank’s bills and advances fell. The reserves of the Bank 
increased “ under the influence of causes which have nothing to do 
with its credit policy 

A further point may be considered. The flow of gold to 
France eind the United States had reduced the monetary gold at the 
disposal of the rest of the world. The gold-losing countries might 

Economic Journal for Sept. 1930. 

'' Essais sar qaelques Problems Economiques ei Moneiaires, Paris 1933. p. 109. 
pp. 107-B. 
p. 107. 
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have met the situation by economising the use of gold. They 
might have lowered the legal proportion between gold and paper, 
thus enabling a larger credit superstructure to be raised on a smaller 
gold basis. In the words of Mr. Hartley Withers it was necessary 
to “ slim the Golden Calf The Golden Calf was not slimmed. 
The gold-losing countries, on the other hand, raised their rates of 
discount and thus deliberately started the process of liquidation. 

If the Bank of France had pursued an en'oneous monetary 
policy in not forcing the French business community to take 
advances when it did not want them, the monetary policy pm-sued 
by gold-losing coimtries was not less erroneous. 

The charge of wilful sterilisation against France must be 
dismissed as not proved. We may accept M. Rist’s conclusion 
that the re-distribution of the world’s gold reserves was not the 
result of “ any policy of governors of banks of issue, but of a group 
of circumstcinces which it was not in their power to control 

United States 

A high authority like Irving Frisher declares the charge of 
sterilisation of gold by the United States a ‘myth*. 

France, he says, “ doubtless became possessed of surplus 
gold.” This was only “ partly true of America ”. 

America imported gold during the War. “But upon this 
gold ”, says Fisher, “ we speedily built such a credit structure and 
raised the price level so high as to require almost all of this gold 
as a base ”. Prices reached their high water-mark in 1 920 ; they 
fell in 1920 — ^22. Fisher admits that then there was temporarily 
an excess of gold in the United States, but “ soon both our business 
structure and our credit structure expanded so much as to make 
our unused or so-called ‘ sterilized ’ gold more or less of a myth 

The United States had a considerable amount of gold, but 
much of it was ear-marked as belonging to Europe. The gold 

Monel? in the Melitng Pot by Hartley Withers (London, 1932), p, 43. 
hoc. clL p. 115. 

Booms and Depressions by Irving Fisher (London, George Allen), p. 83. 
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that was free “ was not great enough to justify much more than 
the credit currency created upon it 

In 1924-25 the Bank rate was raised in England to prepare 
the way for England’s return to the gold standard, and the Federal 
Reserve authorities ‘obligingly co-operated’ by lowering the 
interest rates in New York. From 1925 to 1928 America lost 
422 million doEars of gold. During the same period gold in the 
United States ear-marked as belonging to Europe increased from 
13 to 35 million dollars. 

Lower interest rates in New York not only drove gold out of 
the United States but stimulated stock exchange speculation. 
Fisher says: 

“ In a word we dismissed some of our gold foundation and 
at the same time built a debt structure over the place where the gold 
had been. 

“ Billions of debts and a gold base that was slippery — ^these 
two conditions had now set the stage for the collapse of 1 929 

Gold went to the United States and France because of repara- 
tions and War-debts. It is useless to blame these countries for 
not receiving payment in goods. The claims of national industry 
cannot be disregarded to please foreigners. 

Non-monetary Causes 

Is it permissible to speak of non-monetary causes at all? 

Prof. Gustav Cassel’s answer is * No ’. Whatever be the 
causes of the rise or faU of prices, the problem always remains a 
monetary problem. 

Suppose there is an increase in the volume of production. 
Then the supply of money should be increased at the same rate. 
Prices will then neither rise nor fall. 

Technical progress as a cause of the trade depression thus 
means nothing. It is primarily a question of money. “ From 1895 
up to the War ”, Prof. Gustav Cassel argues, ” the general level 
of commodity prices actually rose in spite of the unusually high rate 

p. 83. 

Ibid^ pp. 83-4. 
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of technical progress in that period Prices rose because the 
supply of naeans of payment increased more rapidly than that of 
goods. If the supply of money had not become scarce in \925 — 
29 prices would not have fallen, and no trade depression would 
have occurred. 

Prof. Gustav Cassel is willing to admit that non-monetary 
causes may disturb the monetary equilibrium, and thus bring about 
changes in prices. “ This only means that monetary policy has 
not been strong enough to offer a sufficient resistance to these 
disturbing factors 

There are others who attach considerable importance to the 
psychological factor. They regard a depression as a crisis of 
confidence of gigantic dimensions. It is pomted out that the 
capitalistic system rests on psychological foundations: 

“ A considerable measure of general optimism is the psycho- 
logical pre-requisite without which a capitalistic world economy, 
widely extended and dynamically progressive, cannot live 
Prof. Gustav Cassel’s answer to this would be that ‘ confidence 
or optimism is not an independent factor, any more than demand 
and supply : “ Monetary policy ought to be able, in spite of adverse 

psychological conditions to control the purchasing power of the 
currency 

The Gold Delegation Report attributed the crisis to various 
causes — ^partly monetary and partly of a financial, economic and 
political character. It attached considerable importance to ‘ eco- 
nomic maladjustments and instability in the post-War world ’ 
(para. 42) . 

Can all these maladjustments and causes of instability, financial, 
political and economic, be interpreted as monetary phenomena? 

The Report draws attention to irregularity in international 
capital movements, which was due to a complex group of factors : 
(a) violent fluctuations of prices discouraged direct investments in 
productive enterprises in debtor countries; (b) instability of 

22 J/ie Crisis in ike WorU*s Monetary Sy^stem, p. 50. 
p, 50. 

24 Dr. E. Wiskenmann in Weltmrischafilickes Archiv for March, 1934, p. 240. 
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currencies had the same effect; (c) stabilization of currencies at 
levels which in some cases did not correspond to the domestic price 
levels, caused speculative movements of short-term capital; (d) the 
growth of short-term investments was an important cause of financial 
instability^ — French investors, particuleirly, preferred this form of 
investment; (e) there was a reduction in Engleind’s share in inter- 
national capital investments, and (/) lending by the United States 
was irregular in volume. The Report of the Gold Delegation next 
referred to profound changes in the structure and localisation of 
Industries, both primary and manufacturing. Beet-sugar had again 
started competing with cane-sugar, and there was growing competi- 
tion between European wheat-areas and those of North and South 
America and Australia. The industrial organisation was becoming 
more elaborate and more rigid, and the process of manufacture 
more complex. There was evidence of over-investment in certain 
industries, and over-investment “ rendered production more difficult 
of adjustment to changing demand As a result the free 
adjustment of supply to demeind had become much restricted: 
“ The cartellisation of industry and various forms of price control, 
pools and control boards of primary products, valorisation schemes 
and their like have all tended to render the economic system 
unduly rigid.”^® Another cause of the increasing rigidity of the 
economic system was the comparative inflexibility of wages, and 
the heavy cost of the ‘semi-fixed’ charges for unemployment 
benefits and social services. Increasing rigidity in production and 
distribution implied ‘ loss of tensile strength ’ — an important 
source of various mal-adjustments. 

On the side of demand, the Gold Delegation Committee noted 
that which the growth of production and wealth, consumers 
wanted more of non-essential Commodities and services, so that 
demand tended to become more capricious. 

This array of arguments did not impress Prof. Gustav Cassel 
and Sir Henry Strakosh. The years from 1925 to 1929 were 
years of progress. How could this progress have been achieved 
if all the maladjustments mentioned above had been accumulating 

Para. 55. 
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in an intensified form? The answer to this naive question is that 
the maladjustments were there and that sooner or later their 
combined action was bound to check progress. The check came 
in 1929. 

Over-Production 

Prof. Gustav Cassel characterises the belief that the capacity 
for production may develop faster than that for consumption as 
‘ superstitious ’ arising from " a very defective understanding, of 
the mechanism of uniform economic progress ”. In the ‘ normal 
state of development we are told, * consumption grows at the same 
pace as production which is also supposed to be true of saving 
and the creation of fresh capital, “ It is very deplorable ”, says 
Prof. Gustav Cassel, “ that a great part of the world’s financial 
press is ignorsmt of such an elementary truth 

It is also an elementary truth that even in a planned economy, 
mistakes may be made in estimatmg demand or supply, and 
production may therefore exceed or fall short of effective demand. 
A capitalist economy is not a plaimed economy. When a 
capitalist economy is of world-wide extent, and the producers and 
consumers are separated by enormous distances, all forms of 
maladjustments are theoritically conceivable and actually possible. 

We have no right to assume that as productive capacity 
increases effective demand must automatically increase at the same 
rate. 

Suppose that technical advance relating to agriculture leads 
to a considerable increase in food production. New lands are 
brought under cultivation, and the yield of old lands increases, 
while the cost of production per unit falls. There is nothing 
inherently impossible in such a supposition. If demand for food 
was expanding less rapidly, producers whose costs of production 
were comparatively inelastic would be imdersold by their rivals. 
Exports from less advanced agricultural countries would decline, 
and they would begin to complain of depression. As agricultural 
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production is difficult to curtail, stocks would accumulate, and 
prices fall. 

It is seen that over-production in relation to effective demand 
can occur. It is with effective demand alone that we are concerned. 
In view of the enormous unsatisfied demand in the world for every- 
thing, overproduction in the absolute sense is impossible. But over- 
production that causes crisis — and it is with such over-production 
alone that we are here concerned — ^is over-production in relation to 
purchasing power. The masses of India could very well use all 
the products of Indian hand-looms and cotton mills, 3,000 million 
yards of British cotton goods, and an equal amount of Japanese 
piece-goods. Nor is there lack of hunger in Indisu But it is a 
question of effective demand or purchasing power, not of need- 

When over-production occurs, prices fall because of supply 
exceeding demand. 

Soon after the annexation of the Punjab prices of food-grains 
and raw materials fell heavily throughout the Province, which made 
revenue collections very difficult. The causes of agricultural distress 
are thus analysed in the Punjab Administration Report for 1849- 
50and 1850-5 1: 

“ For the three first years after annexation the harvests, with 
a few isolated exceptions, were remarkably favourable. For twenty 
years, the agriculturists declcire, they have never witnessed such 
crops of wheat and barley. Not only did the unirrigated lands 
usually mder cultivation yield a particularly large return, but culti- 
vation was greatly extended. Lands which in ordinary seasons 
were seldom sown, gave large returns. These circumstances, joined 
to the general peace and security of the country, and the fact that 
large bodies of disbsmded soldiers and discharged employees had 
to turn attention to agriculture for a subsistence, all contributed to 
cause so great an increase of produce as to reduce prices to an 
imprecedented extent. The result of these different causes has 
doubtless been that production has exceeded consumption, and hence 
that while an abundance of food exists, there is not a sufficient 
market to secure its sale at remunerative prices.” 
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Here was an agricultural crisis in the Punjab about 85 years 
ago which embarrassed both the Government and the people. Is 
it possible to interpret it as a monetary phenomenon? 

The writer of the first Administration Report of the Punjab 
did not interpret it thus. He described the crisis simply as one 
of over-production of food. But suppose by a remarkable feat of 
clairvoyance, this writer had acquired a knowledge of monetary 
theory as expounded in our times by Prof. Gustav Cassel and 
Sir Henry Strakosh. How would he have explained the crisis? 

“ An extraordinary scarcity in the means of payment suddenly 
revealed Itself during the first three years after annexation, so that 
prices of agricultural produce fell heavily. Decrease in the rapidity 
of circulation also contributed to the same result That would 
be the monetary explanation, on approved lines, of the agricultural 
crisis of 1 849-50. It strikes one as a little absurd. 

From the point of view of wheat and cotton growers in the 
Punjab (and other parts of India) the present situation is more 
or less the same as that which arose in the Punjab 85 years ago. 
Since 1849-50 great developments have taken place in the means 
of communication and transportation. India is now a part of world 
economy, which it was not 85 years ago. But at the present time, 
as 85 years ago, while there is an abundance of food “ there is 
not a sufficient market to secure its sale at remunerative prices.” 
World production has exceeded world consumption. 

In monetary language it would be said that there is not enough 
money to buy what has been produced at the old prices. If 85 
years ago, when we had super-abundant harvests in the Punjab, 
somehow more money had been created prices would not have fallen 
either. 

The question of over-production is a question of fact about 
which there should be no dispute. But over-production is alleged 
by some writers and denied by others. 

Prof. Gustav Cassel considers it ” a mistake to believe that 
production in these years [after the war] showed an abnormal 
rate of progress ”.^® 

, p. 55 . 
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It is estimated that the average rate of progress in post-War 
years was 3 per cent per annum, which was approximately the 
average pre-War rate of progress. “ .The whole idea,” says Prof. 
Gustav Cassel, “that the rate of progress was exaggerated and 
that the exaggeration must necessarily be pimished by a crisis finds 
no support in actual facts. No doubt there was an expansion in 
some branches. But that is a very common occurrence which 
usually does not seriously disturb the world’s economy 

Irving Fisher argues similarly: 

“ Over-production can scarcely be itself the lasting force which 
keeps depression going year after year. Were it merely a matter 
of over-production, it would seem to me to be likely to correct 
itself more promptly and almost automatically. 

“ But it may still be true that over-production may precipitate 
liquidation of debts 

Prof. Jean Lescure, on the other hand, believes that the 
American stock exchange crash came at a time of “ agricultural 
over-production (corn, sugar) ”.®^ He says: 

“ To tell the truth, the fall of prices cannot be effectively 
mastered except by an increase of demaind and consumption or by 
a restriction of supply 

M. Rist explains the reduction of consumption by referring 
to the fall in the price of silver which reduced the purchasing power 
of certain Eastern countries, and the difficulty in finding a market 
for cereals “ due to super-abundant harvests of 1929-30 and the 
extension of cultivation since the War ”.®® The same was true 
of coffee. He insists again and again that the price level of 1925 
was artificial. It was an American price level, produced by 
American conditions, which twenty countries of Europe also sought 
to mainteiin on their return to the gold standard. “ The idea ”, 
continues M. Rist, “ that this artificial level of prices could be 
maintained when, under the influence of peace, world production 

29/KJ, p. 56. 

Booms and Depressions^ p. 66. 

Essays in Honour of Cusiav Cassell p, 389, 
p. 389. 

Rist Loc, cii. p. 336. 
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was bound to increase very rapidly, was an idea devoid of rational 
basis, and events were soon to show its impossibility 

Evidence for Over-Production 

In discussing the evidence for over-production we shall first 
describe the technical changes which have transformed agriculture 
in the West, and which axe so important as to be called an agri- 
cultural revolution. 

As Prof. Gustav Cassel says, there was technical progress 
also in the whole period from 1896 to the outbreak of the War. 
But there was no such revolution in agricultural methods as has 
occurred in post-Weur years. 

This revolution consists in the use of power-driven machinery 
in agriculture, and fruits of biological research in application to 
agriculture. 

Tbe industrial revolution begem in England; the agricultural 
revolution began in the United States. 

First, America learnt to use machines on a large-scale in large- 
scale fanning, and then she started making them for other countries. 
The export of Combine Harvester-Threshers and Threshers, and 
of Tractors from the United States from 1925 to 1930 is shown 
below: 




Combines 

Tractors 

1925 

• • 

.. 1,720 

45,946 

1926 

« * 

. . 4,444 

51,242 

1927 


.. 4,705 

58,279 

1928 

* * 

.. 7,317 

57,869 

1929 


. . 10,887 

60,155 

1930 


.. 6,573 

49,896 


Total 

. . 35,646 

323,387 


The principal exports were to four countries : Canada, 
Australia, Argentine and Russia. 

In 1914, 270 combine harvesters were manufactured in the 
United States, and in 1929 about 37,000. In 1916 about 30,000 

p. 167 * 
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tractors were manufactured m the United States ; in 1 928, about 
853,000 tractors were in use in that country.®® 

It is estimated that the value of the equipment per farm labourer 
in the United States was 2,000 dollars in 1925 as compared with 
36 dollars in 1870.®® 

The use of the combine harvester saves time and labour : 

“ The combine harvester cuts the heads of wheat, leaving the 
straw standing, it carries the heads into a threshing drum, threshes, 
winnows, and bags the grciin; it weighs the bags, and they are then 
removed ready for despatch to the rciilway-siding. Machines are 
made to cut a 1 0- to 15- foot swathe, and with their aid two 
men can complete the harvesting of 50 acres of wheat per day. 
Grains need not be man-handled at all from the field right through 
to the bake-house. For the most effective use of the combine 
harvester, the standing crop must be completely ripe and sufficiently 
dry to allow the wheat to be bagged within a minute of its being 
cut ; moreover, the machine is only economical in use where large 
areas of wheat are harvested 

It is stated that in the United States a combine harvester 
thresher usually harvests and threshes wheat at a cost of about 3 - — 5 
cents a bushel ; the cost of threshing alone with the header or binder 
is more than 10 cents a bushel. As for the saving in time, it is 
found that a combine hsuwester would harvest and thresh an acre 
of wheat with a yield of 15 bushels in three-quarters of an hour; 
with the sickle and the flail, for the same amount of work 35-50 
hours of labour would be required.®® 

The area ploughed per day in Europe with a single furrow 
plough driven by a pair of horses or a team of oxen varies from 
three acres to less than one acre. The average in England is 
probably less than acre. In the Punjab a pair of oxen will 
plough about one acre in a day. One mein with a 50 horse-power 

35 lyorU Agriculiure (Royal Institute of International Affairs). Chapter III 
(Oxford, 1932). 

^^The Agricultural Crisis (League of Nations, 1931). p. 17. 

World Agriculture^ p. 37. 
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tractor can plough up to 20 acres per day. “ The tractor-drawn 
seed drill can sow from 70 to 80 acres as against 10 to 15 acres 
with a horse-drill in England”. With the ordinary drill about 
one acre is sown in the Punjab in a day, and with the automatic 
drill 3-4 acres. 

We further learn that in certmn cotton States in the United 
States each worker can look after 1 0 to 20 acres of cotton, but in 
Texas £uid Oklahoma, with the use of large machinery, 100 acres 
per man can be cultivated.®® In the Punjab 2 pairs of oxen and 
3 men can, on an average, manage 28 acres of cotton. 

Biological improvement has proceeded side by side with 
mechanical progress. New types of wheat have been evolved 
which have enormously extended the area under wheat. It is 
estimated that through this means 1 00,000,000 acres have been 
added in Canada alone to the world's possible wheat fields. 
Certain types of wheat enabled the wheat belt of Canada to be 
extended west to the Rockies and then north up to the Peace River 
District, Further: 

“ The work initiated by Farrer in Australia has certainly 
doubled the potential wheat belt, and similar work has resulted in 
opening hundreds of thousands of square miles in the semi-arid 
acres of Russia and of Russian Asia. The gigantic farms of the 
U. S. S. R. are indeed mostly in areas which could not, in normal 
years, have produced wheat until the plant-breeders evolved the 
new types 

The researches of Dutch plant-breeders in Java have increased 
the yield of sugar there more than three-fold.*^ The meaning of 
biological emd mechanical progress as affecting agriculture is not 
full realised by those who insist that the crisis was due solely to 
monetciry factors. 

The average growth of production at the rate of 3 per cent 
per annum does not bring out the significance of the much more 
rapid rate of growth in the production of wheat, other cereals eind 
coffee. Important consequences may flow from the over-produc- 

^ pp, 41 .2, ^^Ihid, p, 45, p. 46. 
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tion of a limited number of agricultural products, even when the 
rate of growth of production in general is not very remarkable. 

“ There Ccin be no question,” says World Agriculture, “ but 
that the improvement of methods and systems of production have 
already much complicated the serious problem of adjusting agri- 
cultural output to market requirements 

Reference has been made above to Russia. Her re-appearance 
as a seller of cereals and other products also contributed to the 
downwcird tendency of prices. 

Wheat 

We are particularly interested in Wheat. It is also the most 
important cereal. 

“ The depression in agricultural products is at the bottom of 
the general crisis; the depression in cereals is at the bottom of the 
agricultural depression ”.'‘® 

The depression in wheat, we may add, is at the bottom of 
the depression in cereals. The prices of coarser grains rise and 
fall with the price of wheat. 

The following statement, borrowed from The Agricultural 
Crisis shows the world production of wheat: 

World Production of Wheat Average 1909-13=100. 


Average 1925-30 

Europe (excludmg U. S. S. R.) . . . . 98 

Canada . . . . . . , , 21 4*8 

U.S. A .. .. .. 119*7 

Argentine .. .. .. 165*0 

Australia . . . . . . 1 72*0 


Incidentally we may note the heavy decrease in the imports 
of wheat, between 1929 and 1936 into Freince, Italy and Germany, 
France from 1 ,390,000 tons to 51 7,000 tons, Italy from 1 ,737,000 
tons to 525,000 tons, and Germany from 2,107,000 tons to 73,000 
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tons. In 1924-25 the quantity of wheat exported from India was ^ 
1,111,691 tons valued at over 17 crores. Wheat exports practi- 
cally ceased in 1932-33 and 1933-34 (2,000 tons in each year). 
Their revival in recent years is partly due to the laying in. of 
* security stocks ’ on account of the war danger. Scarcity condi- 
tions in Europe have also assisted exports. 

According to Wheat Studies of the Food Research Institute, ^ 
California, ‘ total utilization in 1936-37 was not significantly 
different from that of 1928-29, despite the growth of population ^ 
in the interval’ (Dec. 1937 issue). Attention is drawn by the 
Wheat Studies to the attempt of every country to achieve self-suffi- 
ciency in regard to wheat. The wheat situation is one of the 
factors ‘ that now-a-days determine the outbreak of de facto wars ’ 

(p. 156). The acquisition of ‘ security stocks ’ thus affords some 
‘cushion’ for price declines that large crops tend to bring. In 
regard to the future course of wheat prices Wheat Studies said: 

“ With sown wheat acreage anywhere near current levels, only - 
important resumption of the upward trend in wheat utilization can 
be expected to prevent a recurrence, sooner or later, of price- 
depressing surpluses ” (p. 1 57) . 

■The price of wheat, after rising above Rs. 3 per maund, has 
again fallen. 


Cotton 

The World Production of Cotton is thus estimated: 



Millions of quintals 

Per cent 

1913 

48-5 

100 

1921-25, average 

46-4 

96 

1926 

61-5 

127 

1927 

51-9 

107 

1928 

569 

117 

1929 

564 

116 

1930 

560 

115 
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Between 1926 and 1930 production was from 7 to 26 per 
cent higher than in 1913. The heavy fall in the price of cotton 
in 1929-1931 (in August 1931 the United Kingdom index number 
of the price of cotton — ^American middling, had fallen to 41 1 as 
compared with 100 for 1925-29), and the growth of stocks suggest 
that there was an over-production of cotton. 

The following statement compares the world production of 
cotton in 1936-37 with the average of 1923-24 to 1927-28: 


Cotton. Production in thousands 

OF QUINTALS 


Average 1923-24 

1936-37 

U. S. A .. 

. . 30,704 

26.858 


5772% 

40-1 7% 

India 

10,324 

11.443 


19-44% 

17-12% 

China 

4,287 

8.486 


8-06% 

12-69% 

u. s. a R 

1,414 

7,700 


2-66% 

11-52% 

Egypt 

3,191 

4,244 


6-0% 

6-35% 

Brazil 

1,296 

3,920 


2-44% 

5-86% 

Total production of 

13 


countries 

.. 53,190 

66,855 


100 

125-69 

Total world production 

.. 54,070 

68,600 


(Sourcoi lalcraatioaai Review of Agriculture, Rc«ae, Nov. 1937.) 

The International Review of Agriculture, Rome, thus com- 
mented on these figures: “ Thus the structure of the world cotton 
market has undergone very important changes in regard to produc- 
tion, in that all the cotton-growing countries have extended their 
production at the expense of the United States (Nov. 1937. 
P. 360 E). 

It is seen that world production increased by over 25 per cent. 
The share of Brazil, China, and U. S. S. R, in world production 
has very considerably increased. 
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Inter-action of Monetary and Non-Monetary 
Factors 

It is impossible to deny the fact of agricultural over-production. 
Given this over-productions, prices of agricultural products were 
bound to fall. And it is important to note that they began to fall 
before the stock exchange crisis in New York in October 1929. 

The fall of agricultural prices reduced the income of agri- 
cultural countries. In view of the growing competition in the supply 
of agricultural products, some countries, as, India, found it difficult 
to maintain their position in world markets. This further reduced 
their purchasing power. 

Even when the fall of prices and the diminution in the quantities 
exported are limited to a comparatively small number of 
commodities, the effects may be serious if large numbers of people are 
concerned in their production. For example, the disappearance of 
wheat exports, the fall in the exports of cotton, and the heavy fall 
in the price of these staples, have literally brought agriculture in the 
Punjab and other parts of India to the verge of ruin. 

The agricultural depression has affected over 70 per cent of 
the population of India. The total population of the world in 1930 
is estimated to be 2,013 millions, of whom 1,301 millions, or about 
65 per cent, were dependent on agriculture. 

The impoverishment of such large numbers Inevitably reduced 
the demand for the products of industrial countries. 

Stanley Jevons connected depressions in the Lancashire trade 
with famines in India. But from the point of view of the agri- 
culturist, agricultural over-production has the same serious effects 
as a famine. In a famine agricultural iiicome falls, though prices 
go up, because less is produced. At the present time plenty is the 
cause of poverty. 

Industry 

We have seen that technical progress has profoimdly altered 
the relation of world supply to world demand in the case of primary 
products. Such changes are called ^rpcturah. 
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Side by side with the transformation of agriculture the structure 
of world industry has also changed. 

Technical improvements and rationalisation have enormously 
increased the producing capacity of mining, metallurgical and manu- 
facturing industries. Great as was the waste caused by the War, 
recovery was rapid, thanks to applied science and organisation. 
Of this, the ship-building industry is a striking example. 

The gross tonnage of world shipping in 1914 was 49' 1 
millions. The destruction of shipping during the War caused an 
abnormal rise in freight rates, but as soon as the War ended the 
ship-building industry, aided by subventions began to expand, and 
ignoring a slight fall in 1924, the tonnage increased steadily till 
1931. Already in 1919 the gross tonnage of world shipping 
amounted to 50' 1 millions, or 3'6 per cent more than in 1914. In 
1 93 1 it rose to 70’ 1 millions — an increase of 43 per cent as compared 
with 1914. It may be thought that this increase was called forth 
by the growth of foreign commerce. But in that case freights 
should have risen, or at any rate, not fallen. But during this whole 
period, excepting one year, freights steadily moved downwards, 
the index number (1913=100) falling from 427 in 1920 to 106 
in 1 929 and 82 in 1 930. As Moretti in a brief but excellent study 
of the subject says, we find ourselves confronted with a singular 
phenomenon, which is that ships were launched annually in numbers 
which form a strong contrast to ships demolished (which meains 
that it was not merely a question of replacing old vessels), to the 
downward movement of freights and to the state of profund 
depression which has characterised in these past few years the navi- 
gation of the world {Annali di statistica e di Economia, Vol. I). 

It would not be incorrect to speak of over-production of ships 
in this period, over-production in relation to the total mass of goods 
to be carried. 

The ship-building industry is of national importance and non- 
economic motives have played an important part in the expansion 
of world shipping. 

There is keen competition among the main shipping lines, but 
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that does not prevent the existence of rings, pools and agreements 
in the shipping industry whose object is to soften this competition. 

Non-economic motives have played an important part also in 
the development of other industries. In India the decline in manu- 
factured imports during the War subjected the people to great 
hardships and acted as a stimulus to industrialisation. The rise in 
the price of manufactured goods during the War encouraged the 
foundation of new and the expansion of old industries. Later the 
fiscal needs of the Government led to the imposition of higher tarifFs 
on imports, and after the adoption of the policy of discriminating 
protection in 1924 the pace of industrialisation was accelerated. 

Hie War directly and indirectly stimiJated industrial produc- 
tion, but even before the War forces were in operation which would 
have in time profoundly modified the structure of the world’s 
industrial economy. The industrial Revolution had made Enland 
the workshop of the world, but gradually British methods of 
manufacture were copied by other countries, which began to 
compete with England in their own and foreign markets. By the 
end of the 19th century EnglcUid’s advantage over other countries 
had grown substantially less and at the time of the outbreak of the 
War England, though still maintaining her lead, was compelled to 
fight for her markets in a way she had not done before. The 
growing commercial rivalry between England and Germany is 
regarded as one of the pre-disposing causes of the Great War, 

The industrial development of the United States, Germany 
and Japan may be easily traced through the growth of imports 
from these countries into India, 

(The growth of Indian production in post-War years was 
remarkable. A new iron and steel industry had been founded with 
a producing capacity of 600,000 tons of finished goods. The 
growth of the cotton mill industry has steadily reduced the demand 
for British piece-goods. The progress of the match and sugar 
industries has rendered India independent of foreign sources of 
supply and considerable progress has been made in the production 
of soaps and other toilet requisties, cement, paper, boots and shoes 
and other goods. 
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Excepting Japan, the total volume of industrial production 
in agricultural countries like India, Brazil, the Argentine and 
Canada is however small. According to estimates of world pro- 
duction made by the League of Nations the percentage share of 
the more important countries in the total is as follows: U. S. A. 
3r3 per cent. Great Britain (weighted index) 12'9 per cent, 
France 10’ 1 per cent, Japan 5‘9 per cent and Belgium 2*2 per cent. 
Still the growth of industrial production in agricultural countries is 
of some significance from the point of view of world economy. In 
1929, as compared with 1913, there was an increase of 20 per cent 
m the industrial production of industrial Europe and no less than 
7 1 per cent in that of the United States. 

Both in 1919 and 1920 the industrial production of the 
world was below the pre-War level. But in 1925 the pre-War 
level of industrial production was reached and thereafter progress 
continued till 1929: 


National Indices of Industrial Production. 

1925= 

= 100 


1926 

1927 

1928 

1929 

France 

.. 116 

102 

119 

130 

Germany 

.. 95 

120 

120 

122 

Poland 

.. 98 

123 

138 

138 

Sweden 

.. 103 

108 

104 

127 

United Kingdom 

77 

111 

105 

113 

U S. S. R . . 

.. 139 

164 

198 

223 

Canada 

.. 117 

125 

138 

154 

u a A .. 

.. 104 

.102 

107 

114 


As compared with 1 925 the estimated increase in the popula- 
tion of Europe was 5 per cent. North America 6 per cent, and rest 
of the world 3 per cent. There is little doubt that industrial 
production was increasing in the years immediately preceding the 
depression at a more rapid rate than demand. 

But demand does not necessarily depend on numbers. It 
is perfectly conceivable that demand for finished goods should 
increase when the population is stationeiry or even declining. That 
may be so if the standard of living rises and the purchasing power 
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of the people increases sufficiently to enable them to meiintain a 
higher standard of living. 

The purchasing power of the people remaining the same, 
suppose Indian mill production suddenly doubled. The result 
would be the accumulation of stocks and a large drop in price, 
for even if imports of foreign cloth ceased altogether, the output of 
Indian mills and hand-looms would be in excess of the demand as 
determined by the present purchasing power of the people. 

It is in this sense that the term over-production is to be xmder- 
stood, particularly when it is applied to finished goods. In the 
case of crude food-stufis, such as cereals, there is a physical limit to 
human consumption, and even a slight excess of supply may bring 
about a collapse of prices. 

Income and purchasing power set the limit to the demand for 
industrial goods. Our review of industrial production (incomplete 
as the figure are) shows a rapid growth and suggests the conclusion 
that the world’s purchasing power did not increase at the same 
rate. 

We may conclude that structural changes in industry 
(including under this expression improvements in orgcmisation and 
technical progress on the one hand and the rise of industrialism 
in agricultural countries on the other) in post-War years were of a 
nature calculated to upset the relation of production to consumption. 
The actual point of time when the crisis broke out is a matter of 
less importance. 

CONJUNCTURAL EXPANSION AND STRUCTURAL 

Over-Production 

Such over-production as we have been considering has 
nothing whatever to do with conjunctural expansion which is a 
characteristic feature of the trade cycle. A trade cycle begins 
with a state of quiescence, which is followed successively by 
improvement, expansion, feverish activity, decline and collapse. A 
comparatively low rate of discoimt encourages borrowing, and as 
the rise of prices makes it profitable to borrow, there takes place 
a general expansion of trade. Finally, when the rate of discount 
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is raised and credit contracts, liquidation begins, which results in 
^ the elimination of unsound business. Trade returns to the state of 
quiescence from which it started and the whole cycle begins anew. 

These are the well-known phases 'of conjunctural expansion 
and contraction. 

But the expansion of industrial and agricultural production 
since the War is of a different order. 

Let us recall the case of wheat. The mechanical and biolo- 
gical progress which has increased the area and yield of wheat in 
^ the principal wheat-producing countries of the West, as we have 
f seen, began long before 1929. Its causes do not lie in the favour- 
able conjuncture of the years 1927-29. 

Not merely the supply butihe-demand Jca,.wh£aL.has-under- 
i gone profound changes. Italy, France,, _G.ermany- .and— Czecho- 

j Slovakia were considerate importers of wheat. Now . they ..are 

! * autark ’ or self-sufficient. 

i I With the growth of civilization there is a tendency in European 

countries to consume less wheat but more meat, fruits and vegetables. 

' While production is increasing, demand tends to contract. It is 
• estimated that between 1916 and 1 928-29 the production of wheat 

j flour in the United States increased only 5*5 per cent, while the 

population increased 20*5 per cent. In ^it e of growing prosperit y, 
rather because_oLit,-.the cojas.un3pticai-J3Gvffieat-fl©ur-per,h^^ 
the population in this period- in the United States fe ll by 15 per 
cent. 

Dr. Guenter Keiser describes this interesting situation as a 
^ ’tendency of towards a structural aversion from the use of bread,* 
and says that this tendency is observable in all countries.^® Not in 
India yet. Our masses have not yet become so highly civilised as to 
regard bread with aversion. 

The development of wheat production in European countries 
which formerly imported wheat, has, as has been stated above, 
taken place behind tariff walls. The result has been to change the 
character of the world wheat market, the existence of which was 

*^Laessi sick der Weizenprm sUigen, by Dr. Keiser, ia Wirtschaftsdienst, May II 
and May IS, 1934. 


INDIA BEFORE AND SINCE THE CRISIS 

never questioned before. A world wheat market may still be said 
to exist, but it is a market in which domestic prices are different in 
different countries, the differences being due, not to cost of transporta- 
tion, but heavy import duties. Dr. Guenter Keiser may well ask: 
Gibt es noch cinen Weizentoeltmarki? (Does a world wheat market 
still exist?). In the World Economic Survey, 793/ -32, attention 
was called to the wide variations in wheat prices in different parts 
of the ‘world ’ market, and their inharmonious rise and fall. For 
example, between January 1929 and January 1932, the price of 
wheat, reckoned in United States cents per bushel of 60 lbs., 
in Argentine from 113 to 44 cents (61 per cent) and in India 
from 158 to 60 cents (62 per cent), but it rose in Germany from 
135 to 147 cents, and in France from 164 to 179 cents. The 
lowest price in the same month (January 1932) was 44 cents in 
Argentine and the highest 179 cents in France — the French 
price being four times the price of the same cereal in the same 
month in Argentine. 

All this meant a change in the structure of the market, which 
inevitably reacted on the price of wheat. 

The growth of production owing to technical improvements in 
the methods of production, the decline in demand owing to changes 
in the habits of consumption, and, finally, non-economic factors 
which have created national wheat markets and national wheat 
prices — these are structural changes having no connection whatever 
with cyclical oscillations of trade. 

We are not imfamilax with structural changes. There was 
one such change when the opening of the Suez Canal opened the 
markets of the world to our wheat. Before India began to export 
wheat, the price of wheat in India was uninfluenced by world 
factors. The development of railway construction, which linked 
the internal markets with the ports and the linking of Indian ports 
with foreign ports through sea communication, transformed the 
Indian market. The price of wheat began to rise and fall in 
sympathy with the world price; very often the price rose, in spite 
of increased production, because of increase in the foreign demand. 
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and very often the price fell, when production had declined, because 
of a reduction in the foreign demand. 

Manufacturing industries furnish many examples of structural 
changes. The transition from hand-work to factory production is 
a structural change. India is still in a stage of economic treinsition 
in this sense, and we are witnessing not one but bundles of 
structural changes in industry. Hand-made paper has entirely 
disappeared (excepting such paper made in Indian jails). Paper 
made from Sabai grass in modem factories is one change; paper 
made from bamboo pulp, when this can be successfully done, will 
be another change. Even the world paper-making industry is 
imder-going changes which are described as ‘structural.’*® 
Another example is furnished by the market in cotton piece-goods. 
Its structure has changed since the War, and it is still in a state 
of flux. We may expect to see in the future the gradual elimination 
of imports, a decrease in the proportion of hand-woven stuffs, and 
a steady growth of mill-production. 

It is clear that such changes are independent of rhythmical 
expansion and contraction of business which are so largely influenced 
by the supply of credit money. But can monetary policies be so 
framed as to counteract the effect of structural changes in production 
on prices? : 

The question may best be answered by putting another. 
Suppose there is a famine and food cannot be imported from out- 
side. Is it possible to devise a monetary policy which will prevent 
the price of food from rising? 

The answer is ‘ No ’. Money is no substitute for food. If 
people could eat rupees in a time of famine, scarcity of food might 
be relieved by the consumption of silver. But if it is food that is 
wanted, and food in quantities sufficient to relieve every one’s hunger 
is not available, price must go up. The problem is not a monetary 
one It is a question of demand and supply, and so long as the 
forces of demand and supply have free play, the result of their 

i 

See Stnikturwandlungen am Weltmarkl fuer Pappe, Holzschliff tind ZelbtofF, by 
Dr. W. Twerdochleboff, in W. A. for May. 1934. 
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action must be to raise the price of food. Price can be prevented 
from rising either by reducing demand or by adding to the supply. 

Over-production is the converse of the same problem. 
Famines, as we have said above, are Nature’s crises. Over- 
production at the present time is not so much due to the bounty 
of nature as to the genius of man in utilizing the forces of nature 
for his own purposes. But the problem is essentially the same as 
in a time of famine: to prevent prices from falling either supply 
must be reduced or demand increased. It is not a monetary 
problem. 

Silver 

What was the role of silver in the present depression? Sir 
Arthur Salter says: 

“ I will not say that silver counts for nothing at all in this 
depression, but my own strong view is that it occupies a very small 
place indeed in it.”*’^ 

' But in The Crisis in Agriculture we read: 

“ Now it is certciiii that the purchasing power of himdreds of 
millions of inhabitants in certain large coimtries cannot develop 
normally on account of disturbed general conditions, aggravated in 
a part of Asia by the collapse of the silver currency.”^® 

M. Rist attaches more importance to silver than Sir Arthur 
Salter: 

“Another aggravating circumstance was the fall in the price 
of silver, low already in 1929, and which has fallen perceptibly 
since 1930, in reducing suddenly the purchasing power of countries 
of the Far East, where silver has remained the standard of value.”*® 

In explaining under-consumption, Paul Emzig thus refers to 
silver: 

“ As a result of the depreciation of silver during the last few 
years, the purchasing power of China, India and other Eastern 
countries has been severely reduced. The price of silver declined 

The World Economic Crtsh, p. 22. 

' The Agricultural Crisis, p. 16. 
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from 36J. an ounce in 1924 to about 12c?. an ounce in 1931, as 
a result of which the purchasing power of half the world s popula- 
tion has been greatly reduced.”®® 

The report of the Macmillan Committee also refers to “ the 
disorganisation of trade with China and India and many other 
countries resulting from political and other forms of disturbance, and 
to a large extent from the fall in the value of silver ” (para. 1 1 1) . 

In India Mr. S. K. Sarma has been fighting the cause of silver 
for a long time. In the preface to his Papers on Currency and the 
Reserve Bank for India (1934) he refers to the * original sin ’ of 
closing the mints to the coinage of silver ; the effect of the fall in the 
price of silver in recent years on the people of India is thus described: 

“The silver which they purchased at varying rates, at 40d. and 
50c?. and even 72c?. an ounce, now sells at 20c?. an ounce. The 
holders of silver are practically ruined and their hoards have become 
of absolutely no value. And yet the rupee is our legal standard 
and measure of value” (p. ii). 

It may be admitted that the fall in the price of silver has 
reduced the purchasing power of countries like China, which use 
silver as their standard of value. The case of India is different. 

The rupee is our unit of account. It ceased to be the standard 
of value in 1 893. It may have been wrong to close the mints to the 
free coinage of silver, but once the silver mints were closed to free 
coinage India’s purchasing power ceased to be influenced by 
fluctuations in the price of silver. 

The price of silver was about 40d. per ounce in 1893. 
Between 1899 and 1914 it fluctuated between 24 l/16d. (1903) 
and 30%£?. (1907). In spite of the fall in the value of silver 
India prospered in this period. Exchange was steady at 1 6d. gold, 
and the purchasing power of India incresised owing to the growing 
world demand, at rising prices, for her food-stuffs and raw materials. 
So far as India’s purchasing f)ower for manufactured imports was 
concerned, it did not matter at all what the price of silver was. Of 

The world Economic Cmts (MacimHaii* 1932) by Paul Eiazig, p. 47. 
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course the value of our silver hoards fell. Some of this silver may 
have been purchased before 1893 at more than 50d. per ounce. 

The purchasing power of a country which does not produce 
silver, and whose currency has been given a fixed gold value above 
its intrinsic value, does not depend on the rise or fall in the price 
of silver. Such a country would lose by a fall in the price of 
silver only if she were compelled to part with her silver stocks, 
acquired at high prices, to pay for imports of goods and services. 

Since September 21, 1931 India has exported a considerable 
amount of gold, but her imports of silver exceed exports of silver : 



Silver. 

In lakhs of rupees 

Averages 

Imports 

Exports 

1909-10 to 1913-14 .. 

.. 10,88 

3,67 

1914-15 to 1918-19 

. . 4,56 

1,77 

1919-20 to 1923-24 .. 

.. 14,18 

2,66 

1924-25 to 1928-29 .. 

.. 19,62 

2,85 

Year 



1929-30 .. 

.. 13,36 

1,47 

1930-31 .. .. 

.. 13,46 

1,81 

1931-32 .. 

. . 4,42 

1,83 

1932-33 .. 

.. 1,63 

90 

1933-34 .. 

81 

79 

1934-35 .. 

. . 4,45 

4,07 

1935-36 .. 

.. 4,46 

3,19 

1936-37 .. 

.. 13,87 

28 

1937-38 .. 

. . 3,00 

74 


The purchasing power of India should be measured in terms 
of commodities that she produces and sells abroad — ^not in terms 
of silver which she imports. 

Under normal conditions a coimtry’s purchasing power is a 
function of her annual income, not of the hoarded value of her past 
savings in the form of ornaments and bullion. 

It may also be pointed out that if, somehow, the fall in the 
price of silver has actually reduced India’s purchasmg power, this 
loss of purchasing power has been more than counter-balanced 
by the sharp rise in the price of gold. 
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Wages, Interest and Taxes 

Reference has been made above to the failure of domestic 
costs and prices in certain countries which returned to the gold 
standard, notably in the United Kingdom, to adjust themselves to 
the rate of exchange. The lack adjustment was due in part to the 
high level of wages and interest charges. According to the figures 
given by the Macmillan Committee, real wages in Great Britain, 
based on hourly time-rates of wages, in January 1930 were 13 per 
cent higher than in Holland, 23 per cent higher than in Germany, 
42 per cent higher than in Frcince and no less than 57 per cent 
higher than in Italy (para. 121). 

The maintenance of the Bank rate in England at a level 
higher than in New York kept interest charges, as a burden on 
industry, high: “ The significant fact is that adherence to the 
gold standard under these conditions prevented a fall in interest 
rates, which in its turn preserved the dead weight of past-obligations 
as a large factor in British costs.”®^ 

M. Rist refers to the high level of taxation, which retarded 
the adjustment of industry and commerce to the new conditions of 
competition.®^ 

This hcis also an important application to Indiein agriculture. 
The land reveune and water-rates form a considerable proportion 
of costs in Indian agriculture. While prices of agriculture products 
have fallen, these charges have not been sufficiently reduced. They 
constitute a heavy burden on agriculture in India. 

One important cause of high taxation is the fear of war and 
the need for ‘ preparedness In Europe disarmament is discussed 
every year, but no country is sincerely willing to disarm. In India 
the great increase in military expenditure came after the War. 
Military expenditure has been reduced in recent years, but it still 
absorbs a high proportion of central revenues. 

It may certainly be said that we have chosen the wrong time 
for trying costly constitutional experiments. 

Monelar^ Policy and the Deptesshn, p. 6. 
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Rice of National Economies 

The rise of national economies is largely an efifect of the 
depression. It is an attempt by each country to ‘ safeguard ’ its 
own position. 

When exports decline, imports have necessarily to be cut down. 
When home-producers lose their foreign markets, they naturally 
desire to exclude the foreigner from their home-market. Hence 
the growth of protection all round. 

Protection for agriculture is a new development. We tax 
foreign wheat ourselves, for having lost their markets abroad, our 
wheat growers are anxious to retain the entire home-market for 
themselves. 

In European countries, like France, Germany and Italy, 
agriculture is protected as an industry of political importance. 
Between 1929 and 1932 while the price of wheat in India fell 
heavily, it was kept high in these countries by taxation of imports. 

Germany has become self-sufficient in the matter of food- 
supply. She suffered terribly from the blocade during the War. 
The Allies taught her a lesson then, which she has not forgotten. 

In Italy ‘ la bataglia del gram ’ (battle of wheat) is being 
waged furiously. The object is to free Italy from the ‘ slavery 
of foreign bread ’ (schiavitu del pane siraniero) The ‘Battle 
of Wheat ’, as Mussolini has said, * responds to a fundamental 
necessity of the economic life of the nation.’®^ The population of 
Italy is increasing rapidly and Italy must grow more food — for 
the alternative is the ‘slavery of foreign bread.’ Large areas 
under swamps are being drained and rendered fit for cultivation. 
This bonifica integrale, as it is called, it is expected, will add 
1,600,000 hectares (3,840,000 acres) of land to the cultivable 
area of Italy, and save an import of no less than 2,300,000,000 
lire (about £40 million).®® 

As Mussolini said several years ago, Italian agriculture is 
entering an epoch of ‘ grande splendore ’.®® Unfortunately the 

Massolmt Disconi (Alpes, Milano), 1922. p. 122. 

Mussolini Discorsi 1926, p. 327. 

Mussolini DiscoTsi 1929. p. 253. 

: Mussolini Discorsi 1925, p. 122. 
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‘ splendore ’ of agriculture elsewhere means depression of agricul- 
ture in India. 

Mussolini dislikes urbanisation. ” The people who abandon 
the land are condemned to decadence He gives to agriculture 
the first place in the national economy, as he wants to see Italy 
inhabited by a numerous, healthy and virile population. 

Attention is drawn in The Agricultural Crisis to the growth 
of agricultural protection everywhere. “While limitations of 
every sort are placed on imports, export bounties are greinted in 
certain countries The duties on cereals particularly have been 
increased. “ Faced with the competition of imports from other 
countries, European producers are determined to ensure a profit from 
their harvest and to protect it 

But, as we have seen, in certain cases, it is not a question 
merely of profits of agriculture: it is a question of national self- 
sufficiency and political power. 

Tariffs and other aids to industry have tended to deepen the 
gloom by adding to the difficulties of marketing. As M. Rist says, 
tariffs have enabled new and vast countries “ to create a 
large number of industries, which have only served to double 
the means of production which were more than sufficient already ”.®® 
The tendency towards over-production thus becomes still more 
emphasized. 

Cartellisation 

A remarkable feature of recent economic developments is the 
growth of cartels in the leading manufacturing countries. The 
object of these cartels is to regulate prices. Their rapid growth 
would lead one to suppose that productive capacity was increasing 
at a rate faster thaui demand so that remunerative prices could not be 
obtained imless competition was restricted by means of agreements 
among producers. In an article in the Wirtschaftsdienst for October 
1 4, 1 932 Dr. Udo-Horst Bychelberg, while reviewing the progress 


Mussolinly Dicorsi, 1928, p. 286, 
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of cartels in different countries remarks that the free play of forces 
exists no longer in most of the spheres of our economic life. “ In 
industries producing raw materials sind half-finished goods ”, he 
says, “ there is rising a proud edifice of associations and cartels ”, 
and manufacturing industries are taking care not to be left behind 
in this movement. The number of cartels in Germany which was 
385 in 1905, rose to 500-600 before the War. For the year 1925 
it is unofficially estimated at 1,50,0-2,000 and officially at 
2,200-2,600. Of industrial raw materials and half-finished goods 
consumed in Germany the prices of about half are controlled 
(gebunden) — ^they are not determined by the free play of supply 
and demand. According to Liefmann, a recognised authority on 
cartels, cartels in Germany control about 400 commodities. The 
cartel has made its appearance in other countries as well e.g., 
England. The British cotton industry has formed a cartel, and 
there is a marked tendency towards concentration in several other 
British industries. The branches of industry which are controlled 
or have an organised economy in England are mining, metallurgy, 
manufacture of iron and steel and other metallic goods and of 
machines and means of transportation, electro-technical industries, 
building industries, chemicals, paper, leather, textiles, and food in- 
dustries. Most of these industries are also controlled in the follow- 
ing countries where they are of any importance: Germany, Austria, 
Czecho-Slovakia, Himgary, Switzerland, Holland, Belgium 
(including Luxemburg) , France, Poly and, Italy and Spain. 

In Germany, of all prices paid for goods, those paid for the 
products of cartellised indutries represent 10-20 per cent. The 
comparison of ‘ controlled ’ prices with the total value of foreign 
trade yields the following interesting result: 
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Value of carlellised products as a 
percentage of ike total value of 
foreign trade of each country 


Germany 


.. 70—80 

England 

. • 

. . 38-9— 48-9 

France 


.. 46-6 

Italy 

• . 

.. 12-4— 25-0 

; Hungary 


. , 46-2 

CzecEo-Slovakia 

* • 

. . 44*3 

Poland 


. . 43-5 

Spain 

. * 

. . 22-3 

Rumania 

. • 

. . 25 0 

Belgium 

• • 

.. 45-5 

Dr. Bychelberg) give an 

exaggerated idea of the importance 


Perhaps these percentages (for which we are indebted to 
cartels in the economic life of the countries concerned: a more 
reliable index of their importance would be the proportion 
of sales of cartellised products to total sales which, as we have seen, 
is 10-20 per cent in Germany. But this information is not avail- 
able for other countries. 

The fact, however, remains that in manufacturing industries 
and in those producing raw materials or half-finished goods, a 
‘ controlled ’ economy is taking the place of free competition. This 
has some significance in the study of over-production. 
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RECOVERY 

Having discussed the causes, both monetary and non-monetary, 
of the crisis, we proceed to study world recovery from the great 
depression and the factors which have assisted it. The extent of 
recovery in India, industrial as well as agricultural, will claim our 
special attention. 

“ Since the middle of 1 932 ”, says the League of Nations’ 
World Economic Survey for 1936-37, “ there has been evident a 
slow and chequered, but wide-spread and persistent tendency to- 
wards recovery from the demoralisation of the great depression.” 
(P. 32) . The recovery has not been steady and continuous ; it has 
been marked by ” notable set-backs.” One of these occurred in 
February 1933 when a banking crisis developed in the United 
States. The devaluation of the American dollar in January 1934 
” changed the currents of trade, of capital transfers, and gold move- 
ments, imposing a heavy strain on the external balances of many 
European countries.” In the countries of the Gold Bloc there was 
intensification of deflationary pressure, which restricted international 
trade. Wholesede prices of goods entering international trade 
continued to fall, and the majority of currencies continued to depre- 
ciate in terms of gold imtil the second quarter of 1935. The 
adoption of further trade restrictions by Germciny in 1934 was 
another factor hindering international trade. 

“ Nevertheless ”, continues the League’s Survey, ” the signs 
of economic reorganisation were unmistakable throughout this period. 
Devaluation in countries of the Gold Bloc, which followed the 
conclusion of the Tripartite Currency Agreement between England, 
France and the United States on 26th September, 1936, removed 
the last considerable ‘centre of deflationary infection’, but even 
before that production was rapidly increasing, prices were rising and 
international trade Weis expanding over a wide area. 
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Dr. Gregory, Economic AHviser to the Government of India, 
writing in the jRevien? of the Trade of India for 1937-38, describes 
the yesur 1936 as ‘ one of rapidly expanding production cind of 
equally growing optimism *. As compared with the year 1929 
(=100) world stocks of primary commodities fell to 93 at the end 
of 1936 and the index of primary production (79 commodities: base 
1925-29=100) rose to 110 during the same year. There was 
also a substantial rise in the world index of industrial production, 
in the quantum of world trade, and in the world index of employ- 
ment (16 coimtries, not including the Sovet Republic, where there 
is no imemployment) . This progress continued imtil the first 
quarter of 1937, when signs of another depression became noticeable. 

Factors of Expansion 

How did the world overcome the great crisis? 

First, an attempt was made to re-adjust supply to demand by 
controlling production. This amounted to an admission that pro- 
duction had exceeded consumption, or that the world crisis was not 
purely due to monetary causes. 

‘ The most immediate practical by-product ’ of the world 
Economic Conference of 1935 was the determination to restrict the 
supply of primary products. Specizd attention was given to rubber, 
wheat and tin, but other products were not ignored. “ By 1935 
international restrictive schemes were actually or nominally in force 
for wheat, nitrates, rubber, sugar, tea, tin, copper, diamonds, potash ; 
and there were national restrictive schemes for a number of other 
products including oil, cotton and cereal grains in the United States, 
:olfee in Brazil and jute in British India.”t In addition national 
schemes were evolved for the combined regulation of imports and 
ntemal production in many coxmtries; there also arose national smd 
nternational cartels for regulating the output, sales and prices of 
nanufactured commodities, e.g., the European Steel Cartel. Only 
i very few primary commodities escaped regulation, the chief excep- 
ions being wool, timber and lead. 

f Slump (xnd Recovery, hy Hudson (Oxford Umvemfy Press), p, 230 , 
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A second factor in recovery was currency depreciation. We 
may discus this in somewhat greater detail in view of the great 
importance attached in India to the maintenance of sterling exchange 
at 12*/2 per cent above the pre-War level for reasons of credit and 
prestige. 

The British overseas dominions. Even before England left 
the gold standard, Australia, New Zealand and Canada were off 
gold in the sense that in these countries gold for export was not 
freely obtainable at par in exchange for notes. “ The fall of their 
currencies against gold, and in some cases against sterling, helped 
the Dominions in several direct and indirect ways.” The Domi- 
nions ‘ obtained higher prices for their exports in terms of their own 
currencies ’ ; their manufacturing industries ‘ obtained a measure of 
protection against imports.’t Further, Canada, Australia, New 
Zealand and South Africa produced gold, and the rise in the price 
of gold gave an impetus to this industry. As compared with the 
average of 1928-30, 1 ,974,000 fine ozs., the gold output of Canada 
increased to 3,285,000 fine ounces in 1935, that of Australia 
increased from 45 1 ,000 fine ounces to 889,000 fine ounces, that of 
New Zealand from 121,000 fine oimces to 165,000 fine ounces, 
and that of South Africa from 1 0,494,000 fine ounces to 1 0,774,000 
fine mmces. India’s gold production decreased from an average 
of 356,000 fine ounces in 1928-30 to 321,000 fine ounces in 1934, 
rising slightly in 1935, but India found gold from hoards to sell 
abroad. We have seen that since 21st September, 1931 India 
has exported over 321 crores worth of gold. “ But for these 
exports ”, says Hudson, “ India’s task of squaring her external 
balance of payments would have been insuperable without drastic 
deflation, and a great curtailment of imports, or else a relapse of 
the rupee from the sterling standard But, the Government of 
India would not permit the deprication of the rupee below the 
sterling level ; they permitted gold exports. 

We have seen that the British pound was considerably over- 
■ Viilued in 19J>5 when Britain returned to the gold standard. The 
abandonment of the gold standard by England gave the much- 


t Hudson, loct cit, p. 1 75, 
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needed relief to British exporting industries and materially assisted 
recovery in that country. More than half the world left gold 
immediately after England had done so. A few years later the 
United States devalued the dollar, as at the old rate the dollar 
was over-valued. But still an important Gold Bloc remained 
which valiantly endeavoured to maintain their currencies at pre-crisis 
or pre-war gold parities. The leader of this Gold Bloc was France ; 
other prominent members were Holland, Switzerland and Belgium- 
The devaluation and depreciation of a number of currencies had 
created an entirely new situation unfavourable to the countries of 
the Gold Bloc. Their currencies were now very much over-valued, 
which penalised their exports. But they prepared to defend their 
gold parities by all the means in their power. The chief method 
employed for this purpose was deflation. If exports are declining 
because the currency of a country is over-valued, thus rendering 
its exports dear in terms of depreciated currencies, wages interest 
and other elements of cost must be drastically reduced. That is 
how equilibrium may be restored between internal and world costs 
and prices. But if a country carries a heavy load of public debt, 
taxation, to meet the annual interesct changes, is heavy. Heavy taxes 
raise industrial costs. Therefore it is necessary to effect economies in 
Government expenditure. An unbalanced budget and deflation do 
not go togetlier. From time to time, in the countries of the Gold 
Bloc, economy drives were enforced, and attempts were made to 
reduce both Government expenditure and costs of production. 
“ The result was, of course, a curtailment of purchasing power and 
an accentuation of the depression ".f These haphazard efforts 
were succeeded by “ ‘ consistent deflation ’ which attempts to reduce 
budgetary expenditure, prices, rents, wages etc. through Govern- 
ment intervention.” This ‘ method of self-castigation ’ was first 
adopted by Italy; Germany, Belgium, France and other members 
of the Gold Bloc followed Italy’s example. 

Commodity prices fell in these countries, but the result was an 
increase in the burden of public debt. “ The burden of public debt 
made it impossible to balance the budget even on a lower plane.” 

t World Finance hy Pad Einzig, p. 22. 
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The efforts of the Gold Bloc to resist devaluation by co-operation 
was fruitless. “ Co-operation confined itself to technical arrange- 
ments and to vague schemes of tariff concessions which never 
materialised.” It became evident that the Gold Bloc must break up. 
The weakest link of the chain was Belgium, and the Belga, 
Belgium’s currency unit, callapsed after a heroic resistance in March 
1935. The chief industrial rival of Belgium is England, and the 
heavy depreciation of sterling had given a great advantage to 
British over Belgian manufacturers. The Government of Belgium 
failed to reduce this disadvantage through deflation. A flight 
from the Belga began which ‘ assumed spectacular dimensions at 
the end of 1934.’ The situation rapidly and miraculously changed 
after devaluation. “ Trade activity increased as a result of better 
export possibilities and the moderate rising trend of prices.” Con- 
fidence in banks was restored, and there was ‘ a heavy surplus of 
foreign funds from abroad, since the Belga inspired confidence at 
its devalued level.’ 


The experience of Holland and Switzerland was similar. 
Considerations of prestige in their case were more important than in 
that France. France had devalued its currency in 1928. After 
the depreciation of sterling and the Scandinavian currencies, Holland 
and Switzerland alone were maintaining the value of their currenc- 
ies at their pre-war parities. “ It was considered a matter of 
prestige, both in Holland and Sitzerland, that their currency should 
be the last to yield to the world pressure for devaluation.” They 
yielded finally. The collapse of the Belga and devaluation in 
Belgium led people in other countries to expect devaluation in the 
other coimtries of the gold bloc. Capital began to leave Holland, 
and then Switzerland. The flight from a currency can be easily 
explained. Suppose it is thought that the rupee is over-valued, and 
that Government would not be able to maintain the 18d. ratio. 
Then there is profit to be made by converting rupees into sterling 
at 18d., so long 18d. per rupee are obtainable, and re-converting 
sterling into rupee when exchange falls. A flight from the rupee 
would begin when the 1 8d. ratio ceases to inspire confidence. The 
flight from the Dutch guilder and the Swiss franc abated toward 
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the middle of 1 936, and it appeared as if Holland and Switzerland 
had overcome the crisis which followed the devaluation of the 
Belga. In fact they had ceased to be the centre of world atten- 
tion because of the crisis that had been developing in France, and 
which led to the devaluation of the French franc. That the 
Tripartite Currency Agreement was followed by devaluation in 
Switzerland, Holland and Italy, is well-known. 

It may be incidentally noted that at the rate of 177 prancs to 
the sterling, the French franc stands below the parity of 1928 (124 
francs to the £), and that at the rate of 4'67 dollars to the £, the 
£ sterling stands below its pre-war parity with the dollar. At 18J. 
to the rupee, the rupee stands I per cent above the pre-war 
rupee — sterling parity. That would mean over-valuation of the 
rupee, unless it could be shown that our power of international 
competition had since the Great War, increased in the same propor- 
tion. Reverse is the truth. 

When the Government of India state that a lowering in the 
ratio would do no good to any body except Indian moneyed and 
speculative interests, they ignore the beneficial results of devaluation 
to which the currency history of the world in recent years bears 
eloquent testimony. The Government communique, dated 
December 16, 1938 stated no scientific fact. It was propaganda on 
behalf of those who are interested in a high rate of rupee exchange, 
that is British capitalists and manufacturers, who would be directly 
injured by a lower rate of exchange in so far as it means more pro- 
tection for Indian manufacturing industries, and foreigners who earn 
an income in India in rupees but remit their savings to foreign 
countries, in so far as a lower rate of exchange would reduce their 
savings in terms of foreign currency. 

A third factor in recovery is re-armament. Dr. Gregory 

says: 

“Regrettable though the acceleration of re-armament might be 
from the standpoint of human scentiraent, it promised to intensify 
an already active demand, or at the worst, it held out hopes that, 
even if the general economic situation deteriorated, the average level 
of production and consumption could be held up. For re-armament 
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in itself represented a large and growing demand for basic materials 
and finished products of many kinds: it generated employment and 
incomes, and so sustained the demand for consumers’ goods, and 
thus the level of employment in the industries producing such goods.” 

Hudson, however, does not find much evidence “ to show any 
clear direct connection between re-armament and the rise in prices.”t 
He is right in saying that the armament demand directly affected 
the metals used for special steel alloys essential to the manufacture 
of guns, munitions, and armour-plating. And yet the price of nickel 
and molybdenum did not change while that of wolfram and 
antimony actually fell in 1936. 

And yet, it is more than probable that rearmament helped 
the prices of many commodities to rise, while it is certain that it has 
been the means of creating employment for many unemployed. 
Employment means wages, and more puchasing power, which 
strengthens demand. If at the same time the effect of restrictive 
schemes, trade agreements, quotas and conventions, cartellisation 
of industry, currency devaluation and exchange control is to raise 
prices, the increase of demand as the result of re-employment of 
large bodies of the unemployed would tned to raise prices further, 
or at any rate prevent them from falling again. In the judgment 
of speculators re-armament was one of the influences affecting 
commodity prices — euid the speculators were not wholly wrong in 
their judgment. “ Even the diamond market,” says Hudson, “ was 
reported to be helped by the deracuid for industrial diamonds in 
the manufacture of armaments. Wool for uniforms, cocoa for 
field rations, oil for tanks and warships as well as base metals and 
steel alloys for actual munitions, were all mentioned in market 
gossip as important influences on the course of prices.” 

It is estimated that the total world expenditure on armaments 
in 1 936 was £3,000,000,000, which is from two to two and a half 
times the amount spent in 1933. Since then armament expenditure 
in every country has increased rather than decreased. Every country 
is re-arming, now for peace! 
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It is obvious that if more warships, aeroplanes etc. are built, 
employment is created not only in the industries concerned but in- 
directly in a great number of engineering, iron and steel and related 
industries. The German Institute for Economic Research has 
estimated that 60 per cent of industry is affected by armament 
expenditures. 

National recovery has, lastly, been helped by the new methods 
of international trading, that is trade agreements, monetary and 
quantitative restrictions applied to international buying and selling, 
bilateral trade and clearing systems. 

The new methods of trading have completely transformed the 
old trading organisation. Formerly trade was free, except for 
restrictions in the form of tariffs. Tariffs to-day are higher than 
before, but more important than tariffs is Government regulation 
of foreign trade through other means. Almost everywhere 
Government has intervened, directly restricting imports, and en- 
couraging exports through subsidies and in other ways. Foreign 
trade is a state monopoly in Soviet Russia; but it is severely 
regulated in other countries. 

If imports are greater them exports, gold will flow out of a 
country. No country can view the disappearance of its gold reserves 
with equanimity. On the other hand, there are certain essential 
imports which a country must acquire. Hence Government 
intervention in foreign trade. By instituting exchange control the 
State prevents unnecessary imports from coming into the coimtry. 
The proceeds of special taxes leived on internal sales of particular 
goods may be used to grant subsidies to exports which the State 
wants to encourage. These exports provide the foreign currency 
which would be utilized to finance essential imports. 

India’s trade with Germany illustrates the results, wholly 
favourable to Germany and wholly unfavourable to India, of the 
new methods of trade control. 
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Imports from 

Exports from 

Imports into India 


Germany info 

India to 

as a percentage of 


India. 

Germany. 

exports. 


Lakhs. 

Lakhs. 

Percentage. 

1928-29 

15,84 

32,32 

49 

1929-30 

15,79 

26,57 

59 

1930-31 

12,38 

14,26 

87 

1931-32 

10,20 

10,28 

100 

1932-33 

10,39 

8,59 

121 

1933-34 

8.89 

9,84 

91 

1934-35 

10,11 

7,17 

140 

1935-36 

12,34 

9,50 

129 

1936-37 

12,13 

10,03 

121 

1937-38 

15,32 

9,67 

158 


In pre-crisis years we had a favourable balance of trade with 
Germany; in the year 1928-29 exports to Germany were about 
double the imports from Germany. This favourable balEuice has 
disappeared, and now imports from Germany actually exceed our 
exports to Germany. In 1933-34 imports from Germemy were 9 
per cent less than exports to Germany and in 1937-38, the imports 
were 59 per cent greater than exports. 

“ Flexible exchange rates,” says the League’s Survey for 
1935-36, “ quotas, subsidies and even traiffs directed by centralised 
authority, have been able to diyert trade much more effectively than 
ever before.” (p. 181) 

State intervention has more and more taken the form of bi- 
lateral trade balancing. Triangular trade is becoming a thing of 
the past. A large proportion of the trade within Continental 
Europe is conducted by means of clearing agreements. Such 
agreements also govern much of the trade between Contemintal 
Europe and the outside world. As an example, under the 
‘ English ’ system of clearing first established in the Anglo-Germany 
Agreement of 1934, imports bear a definite proportion to the receipts 
from exports in a preceding period. German purchases from 
Denmark in a given period are a certain proportion of Denmark’s 
purchases from Germany in the preceding period. 
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Industrial Recovery IN India 

The following table shows the profits of all industries according 
to the returns of companies published in the Indian Investor's Year 
Book: 

Industrial Profits in India 

Total OF ALL Industries. 




Number of Companies. 

Profits in Lalchs. 

1928 

■ • 

. . 308 

1252 

1929 

• * 

308 

976 

1930 


310 

594 

1931 


317 

358 

1932 


. . . 320 

448 

1933 


324 

573 

1934 


327 

816 

1935 


334 

926 

1936 


331 

843 

1937 


173 

626 


{Review of ihe Trade of India^ 1937 -38.') 

The figures for 1937 are incomplete and provisional. It is 
difficult to compare the profits earned in different years because 
(1) the number of reporting companies varies from year to year 
and (2) profits earned in a year are generally declared in the 
S following year amd different companies close their accounts at 
different dates. Still it is evident that industrial profits were high 
in 1928, that they sank to their lowest level in 1931 (reflecting 
conditions in 1930 and early part of 1931) and that they improved 
thereafter, the progress continuing till 1935, when they amounted 
to nearly three-fourths of the figure for 1928. In the following 
year they again declined. It is pointed out that the decline in 
profits in 1936 and 1937 is due almost entirely to the depressed 
conditions in the jute industry. When more information is available 
for 1937 it may be found that higher profits were earned in 1937, 
than in 1935. 
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The following table shows the fluctuations in the value of 
variable yield securities (industrial ordinary shares) in the month * 
of March of each year: 

Variable Yield Securities 


March 


Index Numbers. 

1928 .. 


.. 104-3 

1929 . . 

• . * . 

.. 100-6 

1930 .. 


. . 93-6 

1931 .. 


. . 76-1 

1932 .. 


.. 63-8 

1933 .. 


.. 77-6 

1934 . . 


. . 92-8 

1935 .. 


.. 112-8 

1936 .. 


.. 103-7 

1937 .. 


.. 137-0 

1938 . . 

• * . . 

.. 108-5 

The index fell to its lowest level in 1932, after, which it gradu- 
ally rose to 1 12'8 in 1935. Then there was a fall, but a very 
considerable rise in 1937, showing hectic activity. Throughout 
1937-38 the tendency of the share market was downward and the 
fall became marked in December 1937 and the early months of 
,1938. 

Capital’s index of industrial activity is more comprehensive and 
it gives a fuller picture of the revival of trade and business: 
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Capital’s Index of Industrial Activity 



*1932-33 

1933-34 

1934-35 

1935-36 

1936-37 

1937-38 

Cotton Manufactures , . , • 

917 

95-2 

97*2 

100-5 

103-2 

114-1 

Jute manufactures ■ • . 

90-3 

906 

95-0 

ion 

125-0 

130-5 

Steel ingots 

68-2 

83‘4 

967 

1020 

99-8 

106-9 

Pig iron,',' 

60-3 

76-2 

92-5 

106-2 

1070 

113-4 

Cement ,. . 

67-4 

73-1 

88-9 

101-4 

113-6 

133-3 

Paper ■ , . ' ■■ 

85-0 

924 

94-3 

101-8 

102-4 

108-6 

Mineral production: 

Coal 

86-6 

87-2 

999 

99-9 

96- 1 

112-3 

Rail and river-borne 
trade 


91-6 

98-4 

100-9 

107-7 

117-9 

Financial statistics: 
Cheque clearances 

85-5 

89-3 

965 

99-2 

1021 

101-5 

Trade, foreign and 
coastal : 

Exports 

83-4 

93-1 

101 0 

102-4 

118-9 

110-2 

Imports 

90-9 

83-4 

101 0 

99-8 

961 

111-2 

Shipping, foreign and 
coastal : 

Tonnage entered 

85-9 

93-8 

1039 

97-8 

96-9 

93-9 

Tonnage ' cleared 

87-0 

94-4 

1057 

96-0 

98-4 

971 

General index. Monthly 

81-3 

87-3 

97-1 

100-6 

105-2 

111-8 

General Index. 

1935 = 

100 






April 

May 

June 

July 

Aug. 

Sept. 

Oct. 

Nov. 

Dec. 

Jan. 

Feb. 

Mar. 

1932 

.33 

.. 76*6 

75*8 

80*7 

77*2 

80*0 

85*5 

78*9 

82*3 

84*8 

65*0 

83*5 

65*2 

1933 

.34 ,, 

.. .80'5 

87*2 

84*9 

85*3 

90*0 

84*2 

85*8 

88*4 

88*5 

86*8 

92*7 

93*7 

1934 

.35 

90*5 

95*1 

94*2 

95*8 

97*0 

100*1 

lOTO 

96*6 

100*5 

98*7 

97*8 

%‘0 

1935. 

.36 

*. 97*5 

97*9 

99*0 

101*6 

100*9 

101*2 

102*7 

102*7 

101*8 

100*7 

102*4 

99*1 

1936- 

.37 

.. 102*2 

103*3 

104*2 

103*4 

102*0 

103*5 

103*6 

104*5 

107*2 

110*3 

106*7 

1107 

1937. 

.38 

.. 115*7 

107*5' 

II T9 

iin 

104*7 

114*2 

113*0 

112*4 

111*3 

113*0 

110*5 

115*8 

1938- 

39 














* The years are official years. Annual indiices represent averages of monthly figures. 
Figure not available. 

In this series the year 1935 is taken as the base year. The weighted geometric mean 
has been taken to form the General Index and seasonal fluctuations have been eliminated by 
means of twelve months’ moving average* 
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Twelve Months’ Moving Average 



April 

May 

June 

July 

Aug. 

Sept. 

Oct 

Nov. 

Dec. 

Jan. 

Feb. 

Mar. 

1932-33 







81*3 

81*6 

82*6 

82*9 

83*6 

84*4 

1933-34 

. 84*3 

84*9 

85*4 

85*7 

85*9 

86*6 

87*3 

88*2 

88*8 

89*6 

90*5 

91*1 

1934-35 

. 92*4 

93*7 

94*5 

95*5 

%*5 

%‘9 

97*1 

97*7 

97*9 

98*3 

98*8 

99*1 

1935-36 , 

. 99*2 

99*4 

99*7 

99*8 

100*0 

100*4 

100*6 

101*0 

101*5 

101*9 

102*1 

102*1 

1936-37 

. 102*3 

102*4 

102*6 

p 

o 

103*8 

104*2 

105*2 

106*3 

106*7 

107*3 

108*0 

108*2 

1937-38 

. 109*1 

109*9 

110*5 

110*8 

110*8 

iin 

lira 

111*4 

111*8 

111*4 

111*3 

111*8 

1938-39 

. 111*8 













The general index number (annual) shows steady and 
continued progress since the commencement of the series in 1932-33. 
It should, however, be remembered that increase of production does 
not necessarily mean increase of profitableness of the industry con- 
cerned. The output of jute manufactures in 1937-38 was 30‘5 
per cent greater than in the base year 1935 but profits in this 
industry, as we have noted above, have gone down. On the whole 
it is clear that there is greater industrial activity in India now than 
was the case in 1932-33. One may therefore speak of industrial 
recovery in India. 

Causes of Industrial Recovery 

There are two main causes of industrial recovery, protection 
and Government patronage of Indian industries. 

Of the benefits of protection, a single example will be suffi- 
cient. In the year 1929-30, the imports of sugar amounted to 
over 1 million tons. Now the imports have practically ceased. 
Protection has created a new industry which has provided a new 
field for the employment of labour and capital. 

Industrial recovery is assisted by protection because home 
industries are made more profitable by the exclusion of foreign 
goods. Most of the Indian manufacturing industries sell their out- 
put in India — the foreign market is of small importance as compared 
with the home market. It follows that even if there is no increase 
in the purchasing power of the people, the substitution of Indian 
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Chart No, 28 Net Exports of Merchandise, India 
INCLUDING Burma, 1913 — 14 to 1936 — 37. 

prorc Bs. 
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for imported articles in the consumption of the people will lead to 
a rise in idustrial activity in India. 

The prosperity of the jute industry largely depends on exports. 
Jute, therefore, is an exception to the general rule. 

There has also been a welcome change in Government policy 
in regard to stores purchases. The step-motherly treatment of 
Indian industries has largely ceased. The advent of provincial 
autonomy should further encourage Indian manufacturing enter- 
prise, for one expects Indian Ministers to purchase Government 
stores as far as possible in India. 

We have already noted that in certain cases (e.g. the cotton 
mill industry) the weakening of Japanese competition has had 
beneficial results for Indian industries. 

Agricultural Recovery 

Can we speak of agricultural recovery, and if so, in what 
sense? 

There has undoubtedly been some slight change for the better. 
The Calcutta index number of wholesale prices of all commodities 
(July 1914—100) fell from 141 in 1929 to 87 in 1933 and 
thereafter gradually rose to 102 in 1937. There was a pheno- 
menal recovery in exports in 1936-37. The following statement 
shows the quantum of exports and imports and the price level : 

Price level of 



Exports, 

Imports. 

Exports. 

Imports. 

1927-28 

319-2 

(100*0) 

249-8 

(1000) 

1000 

1000 

1928-29 

338-6 

(1061) 

262-8 

(105-2) 

97-5 

96-4 

1929-30 

344-6 

(108 0) 

258-4 

(103-4) 

90-2 

93-2 

1930-31 

308-4 

( 96-6) 

2060 

( 82-5) 

71-5 

800 

1931-32 

263-3 

( 82-5) 

176-3 

( 70-6) 

59-2 

71-7 

1932-33 

239-2 

( 74-8) 

203-4 

( 81-4) 

55-3 

65-2 

1933-34 

275-2 

( 86-2) 

181-7 

( 72-7) 

53-5 

63-5 

1934-35 

280-4 

( 87-8) 

2100 

( 84-1) 

54-1 

630 

1935-36 

282- 1 

( 88-4) 

216-4 

( 86-6) 

56-9 

% 

62- 1 

1936-37 


y'j4|P7-4) 

199-4 . 

_( 79-8) 

57-2 

62-8 


INDIA BEFORE AND SINCE THE CRISIS 

It is seen that the quantum of exports after falling to its lowest 
point in 1932-33 steadily improved thereafter and that in 1936-37 
it actually stood higher than in 1927-28. In 1937-38, excluding 
the Burmese figures, it was 3 per cent higher as compared with about 
10 per cent in 1927-28. But the purchasing power of the culti- 
vator does not depend on the quantities exported as on the prices 
received for exports. The value of exports fell from 319 
crores in 1927-28 to 196 crores in 1936-37. Prices of exports are 
40-50 per cent lower at present as compared with 1927-28, and 
those of imports relatively higher. 

It would be possible to talk of agricultural recovery when prices 
of primary products return to the pre-crisis level. What hope is 
there of that? 

If another Great War breaks out, prices will rise. But for 
how long? Prices after rising must fall again. 

The future of Indian agriculture is gloomy. India cannot 
rely on foreign countries to increase their demand for her exports. 

Conceivably India’s own demand for her primary products 
can expand. We may consume all our wheat, cotton etc. But 
equilibrium between supply and internal demand can only be esta- 
blished at a lower price level. It is very unlikely that when there 
are no exports of wheat, growth of internal demand will raise the 
price of wheat to Rs. 4-8. Such a rise of price will tend to limit 
demand, which must cause price to fall. 

The position in regard to cotton is not less difficult. Over 55 
per cent of the cotton crop was exported in 1937-38 and about 
67 per cent of the crop in 1936-37. The internal absorption of 
the quantity of cotton now exported pre-supposes roughly, a 
doubling of the output of the Indian mills. In 1937-38 the Indian 
mills consumed 2,866,000 bales of raw cotton (of 400 lbs.) , the 
exports amoimting to 2,731,000 bales. The potential demand for 
cotton cloth in India is enormous, but effective demand is limited 
by the small purchasing power of the consumer. 

Finally, suppose we are able to develop the internal demand 
for our primary products so that the external demand becomes a 
matter of indifference. How shall we meet our sterling obligations 
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Chart No, 29 Quantity (10,000 tons) 

AND VALUE (CrORE B/UPEES) OF EXPORTS 
OF Eaw Cotton, 1924 — 25 to 1937 — 38. 




then? The Home Charges are not awindHng with exports. ^ To 
meet the Home Charges and other necessary payments abroad we 
require an annual surplus of exports over imports amounting to 
well over Rs. 70 crores. ^ 

The present situation, in spite of such recovery as has taken 
place, is not cheering. 

How far has the purchasing power of the people increased 
in consequence of recovery ? 

It should not be forgotten that the great majority of om 
population consists of agriculturists who are not muck affected^by 
the progress of manufacturing industries. For example, with desi 
kapas selling at less than 5 rupees, American kapas at about b 
rupees, and wheat at about Rs. 2-4 a maund. it is of small J 

to the rural masses in the Punjab to know that India s ^ industrial 
output is expanding. The sugar industry is in a flourishing condi- 
tion, but it absorbs a comparatively small proportion of the total 
sugarcane crop. The Inndian agriculturist will not become more 
prosperous unless agriculture becomes remunerative. At present 
prices, the cultivator is not earning wages for his labour, what to 
speak of a surplus above cost, out of which he is supposed to pay the 

land revenue. 

From the point of view of the cultivator the talk of recovery 
must be heavily discounted. Agricultural recovery is more super- 
ficial than real. 
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CHAPTER XVI 


ECONOMIC PLANNING 

No subject has been more universally discussed since the 
crisis than economic planning. All over the world there is a 
violent reaction against pure and undiluted capitalism — ^or un- 
planned development of economic resources under conditions of 
free competition. 

Capitalism is based on freedom of initiative and enterprise — 
individual responsibility is the very life of the system. But every- 
where a system of artificial control and regulation is developing 
which is the very antithesis of freedom. 

The rise of national economies has been referred to above. It 
is a product of the crisis. We are forced to levy a duty on wheat 
because, having lost our wheat markets abroad, we do not wish 
to lose the home-market as well. Rice is not protected at present, 
but the crop-planning conference at Simla discussed the proposal 
(passed by the sub-committee) to levy a duty of Rs. 1-4-0 per 
maund on rice and of annas 1 5 per maund on paddy. 

The case for protecting manufacturing industries is not less 
strong. Progress is a good thing, but if progress threatens to rob 
millions of people of their bread, a little of retrogression is better 
than progress. 

The theoretical advantages of territorial division of labour are 
unquestioned, but interests of national industry, safety and security 
have led all countries to restrict the freedom of importation. 

Apart from the regulation of foreign trade, internal production 
in Western countries is in no sense free. The growth of Kartels 
bas been noticed above. Trusts, kartels cind other forms of 
<yjmbination, agreements and associations restrict freedom of enter- 
prise. And, finally, every where the State is more actively 
interfering in business than ever before. 
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The transition from the present system of very much restricted 
freedom and ever-increasing State regulation and control to a 
planned economy may be difficult in practice, but it is a natural 
transition. Sombart, the great German historian of capitalism, 

:says': , 

“The present is characterised by planless control and 
regulation as the past was by planless freedom and individual 
choice; the future will be characterised by planned development or 
the economic system.”® 

State policy, under a system of State control and regulation, 
does not directly determine the quantity or quality of ffie^ gw s 
produced— these ultimately depend on the decision of individual 
producers. For example, heavy duties imposed on imported sugar 
have created an Indian sugar industry, but the State has no 
over the number of factories set up or the amount of sugar produced 
in them. Through the sugar excise it is now sought to diminish 
the incentive to sugar-manufacture, so that there is no over- 
production of sugar, as there was over-production of cement 
sometime ago. Such intervention by the State may sometimes do 
more harm than good— in any case, it is essentially different from 
economic planning of which Sombart speaks. 

Economic planning is winning adherents everywhere. Russian 
economy is a planned economy, economic planning, of a sort, is 
also a part of the Fascist creed. Both Italy and Germany 
decisively repudiate laissez faire as a solution of the difficult 
economic problems of the present time. But it is not merely 
Fascists and socialists who advocate economic planning. Sir 
Basil Blackett, who was neither, in the course of his Halley 
Stewart Lecture (1931) said: I wish to put before you this 
evening the view that conscious, corporative planning is not 
only a desirable meeuis of progress but an unavoidable necessity 
if we are to save the economic structure of modern civilization from 
disaster, and that the immediate task to which we should bend 

s Sombart, Zukunfi des Kapitaliamwi, p. 
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all our energies is to prove to ourselves and to the world that planning 
is consistent with freedom and freedom with planning.”® 

Sir Basil Blackett expressed his thorough dissatisfaction with 
laissez fairs. Science and invention by increasing enormously the 
size of the business unit have rendered invalid the assumptions on 
which the theory of laissez fairs is founded. Mobility of labour 
and capital is not so great now as we are wont to assume. When 
huge businesses are created, with million of pounds sunk in them, 
and thousands of labourers employed in them, over-production 
causes havoc, because it is not possible to speedily convert specialised 
fixed capital to other uses, or to divert masses of skilled labour to 
other employments. When, at the same time, it is considered that 
there is a growth of industrial production, with modern appliances, 
all over the world, the danger of production out-stripping consump- 
tion becomes still more real. Under such conditions, planned 
production, or deliberate adjustment of supply to demand, is a safer 
course than unregulated, un-co-ordinated production which results 
from the independent choice of individual producers. One has no 
difficulty in agreeing with Sir Beisil Blackett that “the whole body 
of laissez fairs doctrine, the undiluted individualistic philosophy of 
Bentham and his school, has broken down, is dead, and ought to 
be buried.”^® 

But what shall we put in the place vacated by laissez fairs? 
Sir Basil Blackett suggests a planned economy consistent with 
freedom of enterprise. 

India is not an industrial country, but economic planning, in 
the conditions created by the world crisis, is a necessity for us. In 
the course of a remarkable address delivered in Bombay on the 
eve of his departure from India Sir George Schuster “ stressed the 
necessity for simultaneous attempts to regulate crop production for 
the whole of India on a definite plcin.” He referred to Java 
where sugar production had to be reduced from 3 millions to half 
a million ton, and said that a similar situation was arising in India 
in regard to wheat and rice. The general economic policy that 

®The world’s Economic Crisis Halley Stewart Lecture, 1931, p. 
p. 97. 
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India needs, according to Sir George Schuster, is not one aiming 
at complete economic self-sufficiency. “ But ”, he added “the 
course of world development does indicate the need for a policy for 
India which must be something different from past policy both in 
being more consciously planned and in its general orientation.” 

Planning IN India 

Planning has attracted considerable attention in India. The 
subject has been discussed at an annual session of the Indian 
Economic Conference. Crop-planning was discussed by a conference 
of officials at Simla in June 1934. Cqrp-planning in India has meant 
little more than suggestions to the Provinces that they might grow 
more of certain crops: Madras, Cambodia cotton; Bombay, sugar- 
cane, mangoes, plantains and pineapples; Bengal, sugarcane and 
fodder corps; U. P., high quality barley suitable for malting and 
linseed; Punjab, soya bean; Bihar and Orissa, sugarcane, linseed 
and fodder-crops; C. P. linseed, groundnuts and sesamum; Sind, 
cotton, rice and linseed; and Assam, linseed, and sugarcane. Jute 
restriction is being tried in Bengal. Then our planning also means 
that the Government of India have adopted a^ policy of encouraging 
Indian industrial development, the chief means employed for the 
purpose being the tariff. But on January 23, 1939 the Viceroy 
declard that no departure from the policy of discriminating 
protection in favour of ‘ full-fledged ’ protection was being 
contemplated. The interests of the consumer cannot be disregard- 
ed; the effect of a further enhancement of the tariff cannot be 
ignored since ‘ the law of diminishing return is already strongly 
in operation ’ ; finally a higher tariff would encourage foreigners to 
establish factories in India ‘ and that cannot be regarded from the 
point of view of those who are more anxious for an increased degree 
of protection as a factor to be treated lightly.’ 

So far no ‘ planning ’ has been done in India, whether by the 
Government of India or the Provinces. For to frame policies is 
not to plan, as planning is understood. 

At the end of 1938 the Indiem National Congress appointed 
a Planning Commission which, With the co-operation of the 
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G>ngress and other Provinces, is to evolve a definite plan for the 
economic development of the country. The Planning Commission 
has started collecting statistical data. 


Sir M. Visvesvaraya’s Plan 


Sir M. Visvesvaraya’s Nation-Building gives the outline of a 
fiive-years’ plan for the provinces. “Economic planning for a 
province,” the author explains, “ will be a scheme or course of 
action for raising the income, standard of living and material 
prosperity of its people by making the most suitable use of its ‘ 

resources and man-power.” Under this scheme every province is 
to have (a) an Economic Council, (h) "a Development Depart- 
ment, and (c) a Development Budget. The Development Depart- 
ment would have a Minister (the Punjab has already a Minister 
of Development) , a secretary, a commissioner, and other necessary 
staff. These are to be men of ‘ more than average ability.’ The 
development budget would obtain its funds partly by yearly 
contributions from current revenues and partly by public loans, the 
latter to be used mostly on industrial enterprises and productive 
public works. The general aim of development measures would 
be (i) to fiind work for the people, (ii) to increase production and 
income of the people, (Hi) to advance nation-building activities. 
The success of the plan depends upon three conditions: (n) the 
discretion of the provincial Ministers is not interfered with by 
Governors, (b) the Plan should have the co-operation of all 
political parties, (c) Provincial governments should act in the 
spirit of a national Government. The Plan would include in its 
scope a wide extension of education and military training, but the 
development of industries would be its central feature. The author 
that 16 per cent of our total production is derived from 
as compared with 77 per cent in England and 72 per 
cent in the United States. Heavy industries (manufacture of 
steel, machinery, engines, automobiles, mill machinery, railway 
locomotives, aeroplanes, ships eind agricultural machinery) are in 
many cases required as key industries for supplying tools and raw 
materials to cottage industries. Cottage and heavy industries will 
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be cleveloped side by side. Sir M. Visvesvaraya is of the opinion 
that, in the present stage, the encouragement of small and cottage 
industries is necessary to bring about rural prosperity. 

Among aids to production Sir M. Visvesvaraya mentions (/) 
statistics, (iV) specialisation of capital and labour, (lii) banking 
and credit facilities, (iv) tariff protection, (v) a proper form of 
village self-government and (vi) co-operation of universities. 

Present statistical data are inadequate. The need for the 
re-organisation of the statistical department was also emphasized 
by Messrs. Bowley and Robertson. 

Sir M. Visvesvaraya estimates that a complete development 
programme for the entire country would require not less than 
Rs. 500 crores in the next ten years. Judiciously applied to 
industries this sum is expected to increase production by the same 
amount every year. The money might be obtained by loans. 
Government credit is high and the rate of interest low. To meet 
interest charges, fresh sources of revenue may be developed. In 
regard to the tariff, it is suggested that a permanent Tariff Board 
may be appointed: ‘ The import of all cheap goods which can be 
made locally should be stopped by high tariffs’ (p. 27). 

Village life is to be re-organised through village councils. The 
experience of Japan suggests that real self-government combined 
with the development of cottage and small-scale industries and 
improved agriculture, would help to double production in a very 
short time. 

The universities can help by adapting their curriculum to the 
changing needs of the country. University studies should be 
rationalised. 

Such, in brief outline, is Sir M. Visvesvaray’s Plan for India. 

The difficulties of planning in India must not be under- 
estimated. They are, briefly, the following: 

( 1 ) Economic planning without political power has little 

chance of success. 

(2) A central authority is needed for planning. If two 

or tiiree provinces stand aloof, they can wreck the 
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whole plan. The Government of India is the 
planning and co-ordinating authority, 
and the Government of India is not a responsible 
Government. 

(3) The industrialisation of India pre-supposes the use of 

the exchange ratio and the tariff in the interests 
of India. In view of the conflict of Indian with 
British economic interests, and of Viceregal pro- 
nouncements on the ratio and the tariff question, it 
is extremely improbable that India will be allowed 
a free hand in fixing exchange at a lower rate or in 
further raising the tariff w^all. 

(4) Certain industries, e.g., ship-building, cannot be 

developed without discriminating against British 
interests, which is not permitted by the Constitution 
Act. 

(5) It is doubtful if Congress and non-Congress provinces, 

or the various political parties, will be easily 
persuaded to work together. 

(6) It is doubtful if India possesses a sufficient number of 

of men with the requisite technical ability to evolve 
a plan and to execute it. 

The last pomt should not be taken as a reflection on Indians. 
But planning is not easy. Why should we not try to benefit by the 
experience of other countries which have, with more or less success, 
learnt to plan, whether on socialist or fascist lines ? We may send 
men to Soviet Russia, the United States, and Germany and Italy 
to learn the technique of planning. Planning experts may also 
be imported, when the other conditions for planning are favourable. 

Planning in essence is the control and direction of the whole 
economic life of a country for the realisation of pre-determined 
aims, e.g., increase of production, abolition of unemployment, 
raising the standard of life of the people. 

Planning is easy when the State owns all instruments of pro- 
duction and is the sole employer. Since, under these conditions. 


3 


ECONOMIC PLANNING 


private enterprise does not exist, there is no problem of reconciling 
private interests with those of the country as a whole. 

In Italy and Germany, private enterprise has not been abolished 
formally, but it is subject to the severest regulation. In effect, 
while instruments of production are privately owmed, private enter- 
prise in Italy and Germany is not free — ^it is subject ‘to a very 
advanced degree of government regimentation.’ In Germany, by 
a law enacted in January 1934, the owner of a business may be 

removed if he ‘ abuses his authority .by maliciously exploiting 

the labour of any of his followers or wounding their sense of 
honour.’ Businesses are organised on the principle of leader- 
ship. The proprietor is leader (Fuehrer) and has employees 
are his ‘ followers ’ (Gefolgschaft) . By a law passed in 
1933 the Minister of Economics in Germany has the power to 
prevent the extension of the existing industrial plants, to revise 
cartel agreements already made, and to force individual firms to 
enter into cartels or other industrial combinations. When 
industries are organised into combinations, the combinations may 
be controlled by the State, and thus production, prices and wages 
regulated. Businesses in Germany are allowed to distribute 
dividends at a fixed rate; profits earned above the fixed rate must 
be compulsorily lent to the State. In Soviet Russia foreign trade 
is a State monopoly, but both in Italy and Germany nothing c«in 
be exported or imported without the permission of the State — 
there is both monetary and quantitative restriction of foreign trade. 
The State fixes all prices in Russia. But price determination is 
not left to the free play of competitive forces in Italy or Germany 
either. In fact, there is very little of free competition left in these 
Fascist coimtries, whether in agriculture or in industry. It may 
be interesting to study the measures adopted to control agricultural 
prices in Germany — for it is imposible to bring prosperity to the 
rural masses in India without raising prices to a remunerative level, 
and maintaining them at that level. The Reichsnaehrstand is the 
organisation concerned with the regulation of agriculture. The 
aim of this organisation is to create a balanced economy and to 
adjust supply of food-stuff s to demand. It is compulsory for 
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every individual who is engaged in any pursuit or trade concerned 
with food-stuffs to become a member of the Reichsnaehrstand. 
The whole of Germany has been divided into 19 regions for the 
purposes of agricultural control, and in each of these regions 
special associations have been established for the production and 
sale of grains. Sales monopolies were created in the case of 
fats, eggs, butter, cheese and milk, so that no such commodity can 
be sold without the approval of the Government department 
concerned. The sales monopoly boards do no trading themselves, 
but they regulate supplies and determine prices. 

It is stated that by these measures Government has largely 
succeeded in maintaining the level of prices. 

There is a conflict of interests in the Punjab between rural 
and urban sections of the population. This has been strongly 
emphasized by the Punjab Government. A similar conflict of 
interests exists everywhere, even in Germany. But in a party 
proclamation issued in March 1930 Hitler said: “ It is a mistake 
to believe that any single class can escape from the common fate 
of the German people, and it is a crime to incite the rural and 
the urban people against one another, since both are linked together 
in prosperity and destruction” (ein Verbrechen, Lartdvolk tmd 
Staedter gegendmnder zu hetzen, die beide dock auf Gedeih md 
Verderb miteinander verbmden strid.” z 

The Corporate State in Italy 

The corporate State in Italy definitely rejects class-war in 
any shape or form. An outline of the economic constitution of 
Italy is given below and the famous Charter of Labour is given 
P as an appendix to this chapter. Both merit study and thoughtful 
consideration. 

The Italian nation is regarded as an ‘ organism ’, with aims 
superior and more powerful than those of individuals or groups 
composing it. Italiem Fascism speaks of the old laissez faire or 
liberal outlook with contempt. Laissez faire, whether in the 
political or the economic sphere, was derived from individualism 
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in its most extreme and unbridled form, which was the dominating 
and inspiring spirit of the period 1789 to 1914 {Gerarchia, Dec. 
1938, p. 837). That spirit is dead. A new conception of the 
State has arisen, the State that is ail-in-all, lo Stato forte e 
sovrano, the strong sovereign state, lo stato impero, lo stato govemo, 
the State which rules and governs. The State, so far from standing 
aloof from economic life, interferes in every thing, with the object 
of making the nation and the country great. Nationalism is the 
driving force of fascism. Fascism rejects internationalism quite as 
decisively as it rejects the liberal State or class-war. 

It is evident that if a nation is to function as an organism, or 
a unity in the moral, political and economic sense, the entire life 
of the nation must be controlled and directed by a Central 
authority. A vast organisation has been set up in Italy, in the 
form of the Corporate State, to regulate economic life. 

The economic constitution of fascist Italy consists of four 
elements: syndicates, which may be called primary cells of the 
economic organism; federations, which are unions of syndicates; 
confederations, composed of federations as members; and Corpora- 
tions, which are central unifying organiscations. Above all, 
supervising the working of the whole economic hierarchy, is the 
Council of Corporations, constituted in 1930, with Mussolini as 
President, and Government Minister of Corporation as Vice- 
President. 



Syndicates 

A syndicate is an association of employers or employees 
recognised by the State. It is not necessary for an association to 
seek legal recognition. Associations may exist as “ associazione de 
fatto ", or de facto associations, in accordance with existing legisla- 
tion. Officially recognised associations, or syndicates, however, 
enjoy certain privileges and are under the control of the State. 
Only legally recognised associations may name representatives of 
employers or employees to coimcils, organisations etc., for which 
this representation is provided by law. According to article 3 of 
the Charter of Labour, only a syndicate or trade association which 


INDIA BEFORE AND SINCE THE CRISIS 


is legally recognised, and is under the control of the State, has the 
right of legally representing all the catagories of employers or 
labourers constituting it; of protecting their interests as against the 
State and other trade associations; of negotiating collective labour 
contracts binding on all those comprised in its categories; and of 
levying contributions and of exercising in respect of them the public 
functions assigned to it. The syndicates guarantee legal equality 
between employers and employees, maintain discipline in production, 
and endeavour to make it more efficient (Article 6 of the Charter 
of Laboin-) . The Government recognises only one syndicate in a 
particular category in a given area. Multiplicity of syndicates 
would make it difficult for the State to control them. 

Syndicates are recognised by the Government by means of a 
royal decree. Certain conditions must be satisfied before recogni- 
tion is granted: 

( 1 ) The employers who wish to form a syndicate must employ 
at least one-tenth of the total number of workers engaged in the 
business for which the association is formed. Similarly the 
employees who seek recognition as a syndicate must represent at 
least one-tenth of the total number of workers of the category for 
which the association is formed in a given area. .Such employers 
or employees come together voluntarily for forming a syndicate. 

Walter Heinrich tells us that the requirement of 10 per cent 
volimtary members was not a too easy condition, in view of the 
Italian worker’s lack of interest in associations. He estimates that 
at present the syndicates comprise 30 per cent of Italian employers 
and employees, t 

(2) The associations seeking legal recognition must include 
among their aims, besides protection of the economic and moral 
interests of their members, the education of their members, and 
promotion of their welfare. 

(3) The leader or head of the association must give proof 
of his competence, good moral conduct, and patriotism (depend- 
ability from the national point of view) . 

J Der Faschtsmusy Munich 1932, p. 50. 
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The syndicates are not permitted to form connections with 
associations in other countries. Their activities, as we have seen, 
are of manifold character rsocial, educative, cultural, economic and 
political- The constitution of a syndicate must clearly state its 
aim, the method of appointing administrative officials and conditions 
of membership. One of these conditions is good political conduct 
from the national point of view. A member (whether employer 
or employee) must have attained the age of 1 8 years. 

Non-Italians may become members after a stay in Italy of 1 0 
years, but they are not permitted to become leaders or heads of 
syndicates. 

The following classes are not permitted to form associations : 
officers, non-commissioned officers, and soldiers of the Royal 
Italian Army, Royal Navy, Royal Air-Force and of the other 
armed corps of the State, provinces and municipalities; magistrates, 
professors of secondary and higher institutions, officers and employees 
of the Ministers of the Interior, foreign affairs and colonies. 

A syndicate, while it has a legal existence, is not a State organ. 
It is called “ ente auiarchica ”, an autonomous body. It may be 
considered ‘ autarchica ’ only in so faur as associations are formed 
voluntarily. Otherwise the Syndicates are under stringent Govern- 
ment control. 

The heads of syndicates are fascists, who work under the 
direction of the Fascist Party. 

The recognition of syndicates depends on the State in the sense 
that the State has the power of with-holding recognition. That 
alone shows the complete dependence of syndicates on the State. 

Further, the State, through the Minister of Corporations, may 
veto the resolutions of a syndicate. The Minister of Corporations 
may also dissolve the board of directors of a syndicate and con- 
centrate all the p>owers in the President, or Secretary of a syndicate 
for a certain period (not exceeding one year) . In serious cases 
he may appoint a commissioner to look after the administration 
during the emergency. 

The Syndicates have to pay 10 per cent of their subscriptions 
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to the State, which is credited to a special fund under the control 
of the Minister of Corporations. 

Federations AND Confederations 

Federations are associations of the second degree, syndicates 
being associations of primary or first degree. A federation may 
be municipal, provincial or national according to the syndicates 
of a given area which it federates. An association of federations 
is a confederation, which is called an association of the third degree. 
Federations and Confederations may be legally recognised. Their 
duty is to supervise the working of their member associations. 

There are 6 Confederations of employers and 6 of employees. 
A thirteenth Confederation is that of Liberal Professions and Arts: 

The associations of employers are the following: 

(1) National Fascist Confederation of Agriculturists. 

(2) National Fascist Confederation of Italian Industry. 

(3) National Fascist Confederation of Traders. 

(4) National Fascist Confederation of Internal Transport 
and Navigation. 

(5) General Confederation of Fascist Bankers. 


(6) National Fciscist Confederation of Maritime and Aerial 
Transport. 


The associations of workers are 

the following: 


(1) National Confederation 
Agriculture. 

of 

Fascist 

Syndicates 

of 

(2) National Confederation 
Commerce. 

of 

Fascist 

Syndicates 

of 

(3) National Confederation 
Internal Transport and Navigation. 

of 

Fascist 

Syndicates 

of 

(4) National Confederation 
Industry. 

of 

Fascist 

Syndicates 

of 

(5) National Confederation 
Bank Employees. 

of 

Fascist 

Syndicates 

of 

(6) National Confederation 

of' 

Fascist 

Syndicates 

of 

Maritime and Aerial Transport Workers. 
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(7) National Gonfederation of Fascist Syndicates of 
Intellectuals. 

Employees of State railways, posts and telegraphs and certain 
others form 9 National authorised associations {Associazioni auto- 
rizzate), and in addition there are two general associations of 
employees of the State and other public bodies. All these associa- 
tions are under the control of the General Secretary of the Fascist 
Party. 

Italy has also a Federation of hand-workers, which is included 
N in the Confederation of Italian Industry. 

The National Confederation of Agriculturists consists of 
Provincial Federations of Agriculturists. Each Provincial Federa- 
tion consists of three syndicates: (a) syndicate of cultivating agri- 
culturists, (&) syndicate of non-cultivating agriculturists, and 
(c) syndicate of lessors (proprietors of land given on rent — 
pTopnetari di terre affitate) . Those paying rent in kind form part 
of the syndicate of labourers. 

Corporation 

A syndicate, as we have seen, is formed by the voluntary 
association of employers or employees; a corporation is created by 
the State. A syndicate is a juridical body, but a Corporation is 
a State organ; it is not a juridical body. 

The number of Corporations is 22. The first eight are con- 
cerned with the utilisation of agricultural products : ( 1 ) food-grains, 

( (2) fruits and vegetables, (3) wines, (4) oils, (5) sugar, 

(6) cattle and fish, (7) wood, (8) textiles. The next eight are 
concerned with industrial operations: (1) Metals and machines, 
(2) chemicals, (3) clothing, (4) paper and printing, (5) building 
and building materials, (6) water, gas eind electrical energy, 

(7) mining and (8) glass aind earthen-ware. The remaining 
6 corporations deal with (1) insurance and credit, (2) liberal pro- 
fessions and arts, (3) sea and air transport, (4) land transport, 
(5) theatres, and (6) hotels. 

A Corporation includes all businesses which are concerned with 
the production, manufacture and sale of a group of related products. 
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For example, the Corporation of sugar was formed by taking the 
National Syndicate of cane-growers from the Confederation of 
Agriculture, sugar-manufacturers from the Confederation of 
Industry, sugar-dealers from the Federation of trade, and the 
corresponding labour organisations from their respective federations 
or confederations.^ 

The Corporations, as we have said above, are unifying bodies, 
representing both labour and capital. They are empowered to 
frame rules for the regulation of conditions of work and also for 
the co-ordination of production through member associations. 

The President of a Corporation is appointed by the Minister 
of Corporations. Each Corporation has a Committee consisting of 
representatives of the associations which form the corporation. 

As we have seen, each Corporation consists of associations 
of employers and employees ; on the committee the number of 
employers’ representatives is equal to that of representatives of 
labour, including under labour both intellectual and hand-workers. 

Council of Corporations 

This Council builds the top and pinnacle of the whole system. 
It has 150 members and is divided into 7 sections: (1) Liberal 
Professions and Arts, (2) Industry and Hand-work, (3) Agri- 
culture, (4) Trade, (5) Sea and Air Transport, (6) Land Trans- 
port and Internal Navigation and (7) Banks. 

Mussolini thus defined the position of the Council in the course 
of his inaugural address on April 22, 1930: “The National 
Council of Corporations is in the Italian economic system what the 
General Staff is in the Army: the thinking brain which plans and 
co-ordinates (il cervello pensante die prepara e coordina) ."t The 
object of the Council of Corporations is “ to augment the power and 
welfare of the Italian people.^ 

Such is the economic structure of the fascist State in Italy. 

.. 

* See report on Italy by Dr. Max Biehl in Wirtschoftsdiensi for 25tli May, 1934. 
tJ[)iscor5M930, p. 4L 
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Italy is known as the Corporate State, as the economic life 
of Italy is organised through Corporations. 

Italian Syndicalism 

Other writers identify the Italiein State, not with Corporations, 
but with S 3 Tidicates ,the unit of the economic administration of laly. 
Pammzio says: “ It is not sufficient to say: The Fascist State is 
a Sovereign State. It is necessary to add: “ A sovereign State over 
society organised in syndicates.”" Panunzio speak of identification 
(immedesimazione) of the State with the syndicates, of a synthesis 
of the two. The Italian State is thus composed not of individuals 
or persons in a physical sense, but of syndicates, which are ‘ judicial 
persons.’ But while the State is composed of syndicates, it is at 
the same time above the syndicates. Panunzio makes it clear that 
the syndicates are not autonomous entities (enti autonomi) but 
institutions of the State which controls them and uses them for its 
own ends.”® 

It is clear that Italian Syndiceilism is essentially different from 
the French variety. “ I am a syndicalist, fascist syndicalist,” says 
Mussolini.^ French syndicalism preaches class-war. Italian 
syndicalism, on the other hand “ unites all the factors of production 
and puts them on the same plane, which is the nation.”® This 
means that labour and capital must work together in the interests 
of the nation. 

Fascism respects and upholds the right of private property. 
Mussolini has made this quite clear. In explaining the difference 
between fascist and red syndicalism he said in 1925 : 

“There is a fundamental difference between our and red 
syndicalism, and it consists in this that it does not aim at abolishing 
the right of property. When an employer finds himself confronting 
a red syndicate he has before him a syndicate that fights incidentally 

^ Panunzio, II Sentimenio dello Si<iiOy p, i 
s/tiUp. 134 
^ Discorsi, 1925, p. 181. 
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for increase in wages, while its final, distant aim is a revoluntionary 
change, namely the abolition of the right of property.”! 

Italian syndicalism repudiates class-war. The identification 
of the Syndicates (or Corporations) with the State is meant to 
show the unity of workers and employers on the one hand, and their 
subordination to the interests of the nation on the other. The first 
article of the Charter of Labour declares the Italian nation to be 
an organism and a unity in the moral, political and economic sense. 

It is emphasized that the aims of the State are superior to those of 
separate individuals, or groups composing it. This view of the 
State having been accepted, it follows that labour is a ‘ social duty ’ 
and that there must be no strikes or lock-outs. 

The Fascist economic hierarchy represents an attempt to 
organise economic life, or to introduce order and discipline where, 
under a system of free competition, there is conflict and confusion 
of individual interests. 

Secondly, there is close co-operation between government and 
the business world. Fascism maintains individual responsibility, 
but under rigid Government control. As an economic system it 
may be described as a compromise between individualism and 
socialism. It is neither of the two completely, but it is something 
of both in parts. 

The Anti-Strike Law 

Labourers who go on strike in groups of three or more are 
punishable in fascist Italy by a fine from 100 to 1,000 lire. ^ 
Employers who close their factories with the object of compelling 
workers to modify existing labour contracts are punishable by fines 
from 10,000 to 100,000 lire. 

The organisers of strikes or lock-outs are punishable by 
imprisonment for not less than one and not exceeding two years, in 
addition to the fines mentioned above. 

State employees and others employed in public utility-services 
are punishable for striking work by solitary confinement from one 

■\Ilid, p. 281 . 
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to six months, and the organisers of such strikes by solitary confine- 
ment from six months to two years. 

The administrators of public services and businesses of public 
utility are punishable by solitary confinement from six months to a 
year and by a fine from 5,000 to 10,000 lire for suspending work 
without justification. 

Failure to carry out the decisions of a labour magistrate also 
entails punishment by a fine and imprisonment, both for employers 
and employees. 

Labour Gjurts 

The Labour Court is the organ through which the State settles 
labour disputes, whether concerning the observance of existing rules 
and agreements or the determination of new conditions of work 
(Art. 5 of the Charter of Labour) . 

No labour dispute is referred to the Labour Court unless con- 
ciliation through syndicates, federations, confederations and corpora- 
tions has failed. Art 10 of the Charter of Labour gives trade 
associations the right of offering their mediation in controversies con- 
cerning the interpretation of collective labour contracts. Article 
68 of the Anti-Strike Law confers on syndicates and associations 
of a higher order the power to act in labour disputes. The public 
ministry has also the right to intervene when the interests of the 
public demand it. 

The Labour Court is assisted by 2 imofficial assessors, 
possessing expert knowledge of production and labour. 

In cases in which new conditions have to be fixed for labour, 
the Labour Court judges in accordance with equity, with the object 
of harmonising the interests of the employers with those of employees, 
and protecting the higher interests of production. When a Labour 
Court fixes new conditions for labour, the period of time during 
which the new conditions shall be in force must be specified. 

The Labour Court gives its decision after hearing the verbal 
opinion of the public ministry. The Government, therefore, may 
influence the judgment of the Labour Court. 
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The idea that Fascism has no message for the world is 
mistaken. Paul Einzig in his Economic Foundations of Fascism 
says: “ While Soviet Russia is anxious to spread Communism all 
over the world and has spared no effort to make it known abroad. 
Fascist Italy has directed her propaganda inward, and has made 
no serious effort to gain converts abroad. As Signor Mussolini 
stated recently, “ Fascism is not an article for export.”^ 

This is incorrect. Mussolini denies that he ever said that 
fascism was not an sirticle for export. Speaking in 1930 he said: 
“ The statement that fascism is not an article for export is not 
mine. I affirm today that fascism in regard to idea, doctrine, 
realisation is universal. Italian in its own special institutions, it is 
universal in spirit; it cannot be otherwise. The spirit is universal 
in its own nature. One may therefore look forward to a Fascist 
Europe, a Europe whose institutions derive their inspiration from 
the doctrines and practice of fascism.”^ 

Thus spoke Mussolini in October 1930. In less than three 
years Germany turned fascist. Fascist influence on the Continent 
of Europe is steadily growing. 

Mussolini claims that fascism is “ the only new thing ” which 
the first 30 years of the present century have brought in the political 
and social domain. A more important claim is that fascism 
has solved the threefold problem of the relation of the 
State to the individual, of the relation of the State to groups of 
individuals living under the protection of the State, and of the 
relation of groups which are not organised to those which are.* 

It is beyond question that fascism has changed Italy. Speak- 
ing in February 1922 as a member of the Italian Parliament 
Mussolini declared that Fascism meant “ a profound economic 
transformation of Italy Seven years later, in 1929, as head of 
the fascist Government he spoke of “ the immense panorama of 
material and moral transformations which we have accomplished 

*P- ! 

!^DUcofsi 1930, pp. 211-12. 

^ Discofsi 1930, p. 212. 

s Discofsi dal Banco di Depuiato, p. 154. 

^ Discorsu 1929, p. 283. 
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Fascism has given to Italy a strong, centralised Government, which 
exacts obedience from the Italian people, and w'hich commands the 
respect of the world. It has ended the war between labour and 
capital which, before the rise of Mussolini to power, theatened to 
plunge Italy into chaos. The past ten years have also seen a vast 
development of Italy’s industrial and, specially, agricultural re- 
sources. And, finally, fascism has taught the meaning of 
nationalism to Italians, and inspired them with a new faith in new 
ideals. 

Socialist Planning 

The whole world is indebted to Russia for the idea of plann- 
ing. The success of the First Five Year Plan in Russia attracted 
world attention. The plan did not succeed to the extent claimed, 
but it did achieve a substantial measure of success. 

Planning has made Russia one of the leading industrial 
countries. It is difficult to say how far it has raised the standard 
of living of the Russian worker as compared with the standard of 
living in Italy, Germany or England. The standard of living of 
the Russian worker is not high; it does not seen much higher than 
that of the average Indian worker. But it is impossible to deny 
that planning in Russia has succeeded beyond the expectations of 
the world. Whether the gains of Russia under her socialist economy 
are of a permanent and progressive nature, remains to be seen. 

Chief Features of Socialist Planning 

The Russian experiment is interesting in so far as it brings out 
the contrast between a planned and an unplanned economy. The 
chief points of contrast are noted below: 

1 . The State owns and controls the means of production, 
including land. A capitalist economy is based on private owner- 
ship of the means of production. 

2. All production in a socialist economy is controlled and 
directed by the State. In a capitalist economy the final decision 
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as to the quantity and quality of goods to be produced rests with 
individual producers. There is a centralisation of control under 
socialism in contrast with complete decentralisation under capitalism. 
The formation of trusts, cartels and other forms of combinations is 
an attempt to remedy the defects of unregulated, decentralised pro- 
duction in the sphere of industry. 

3. Competition is the chief regulator in the capitalist world, 
and the hope of profit its chief driving force. In a socialist eco- 
nomy the place of competition is taken by deliberate selection. 

The difficulties of socialist planning must not be overlooked. 
A German critic says:^ 

“ Any one who possesses practical knowledge of business 
conditions knows that each day brings new problems, and that it 
would be necessary for the Economic General Staff [under a 
socialist economy] to possess the divine power of omniscience in 
order to know and consider beforehand the possibilities that may 
arise in the course of the struggle for international markets. The 
apparatus that would be required to adjust the whole economy to 
the necessities of daily life, and always to do punctually just what 
has to be done, is so inconceivable, and is so calculated to separate 
the whole economic system from contact with reality (which is en- 
sured only by the splitting up of the economic system into millions 
of individual businesses) that one may predict that German eco- 
nomic re-construction on these lines would end in disaster ”. 

We may add that those who plan production and others who 
direct the execution of the plans in a socialist economy must be men 
of the highest intelligence and character. Corruption and ineffi- 
ciency in the socialist bureaucracy, and impatience and lack of 
faith in the general public, would be fatal to the success of socialist 
planning. 

The value of the Russian experiment consists just in this that 
it has demonstrated the practicability of planning. The State 
Planning Commission at Moscow would not claim to possess the 
gift of Divine Omniscience, but they have succeeded in U. S. S. R. 

Die ZaJ^unft d es KapHalismus hy M, Georg Solmssen, (Georg Stiike» Berlia* 
! 933 ). p. 28 . 
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in evolving a system which has enabled the Russian people to 
emerge from the world crisis unhurt, a crisis which has shaken the 
whole of the capitalist world to its foundations. 

It is difficult to see why contact with reality can be maintained 
only through millions of independent producers, each working on 
his own account. It is more obvious that a system of unregulated 
and undirected production may more easily get out of touch with 
reality than a system in which supply is deliberately adjusted to 
demand. No one believes today that the individual in seeking 
his own interests necessarily and always promotes the good of the 
society. There is no universal harmony of interests any where: 
in the actual economic world in which we live it would be more 
correct to speak of individual conflicts of interests than harmony. 
This conflict ceases when competition is abolished. 

Over-production and under-consumption 

We have seen before that the term over-production must be 
understood with reference to effective demand. There is no over- 
production if we consider the unsatisfied demand of the masses in 
every country for even the most essential commodities. 

The crisis thus appears to be a crisis of purchasing power. 
While the supply of goods has increased, the purchasing power of 
the masses has not increased in the same proportion. 

Socialist writers attach much importance to ‘ under-consump- 
tion ’ as a cause of the crisis. This under-consumption is a direct 
of the capitalist system in which the greater portion of the profits 
of enterprise goes to enrich a very small section of the community. 
The purchasing power of the masses is small because the masses 
earn so little. If wealth were more equally distributed in India 
the total purchasing power of the people would be undoubtedly 
greater. “ There seems to be no reason ”, says a writer, “ why the 
concentration of income in the hands of the producing class should 
not result in as much consumption as if that income flowed to the 
poorer classes : possibly more luxuries would be bought than 
necessaries, but, as we have seen, the demand for the latter is not 
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very elastic and consequently cannot fall very much.”® If this 
reasoning is correct, growing inequality in the distribution of wealth 
does not affect the general demand for goods — there is only a 
change in the classes of goods demanded (more luxuries instead 
of necessaries), and the demand for necessaries, owing to its in- 
elasticity, does not fall very much. 

Let us develop this argument further, for it is interesting. 
Suppose wealth tends to concentrate into the hands of a class which 
tends to grow smaller and smaller, until, finally, not more than a 
dozen individuals come to own the great part of the wealth of a 
country. Will that have any effect in reducing the demand for 
goods in general? Conceivably the demand for necessaries may 
be as great as before, and the demand for luxuries on the part of 
these dozen Croesuses may expand indefinitely. But there are 
physical limits to the expansion of demand on the part of the most 
extravagant Croesus. One is reminded of a saying of Mussolini 
that “ it is possible to accumulate wealth all ’infinito, but the 
possibility of enjoying it is limited.”® If that is so, doubling and 
quadrupling of the wealth of our Croesuses would result in a smaller 
increase of demand than a rise in the income of the masses by a 
few rupees per head. 

It is perfectly ridiculous to suggest that under-consumption has 
nothing to do with the crisis. The concentration of wealth in the 
hands of a small capitalist class limits the purchasing power of the 
masses and keeps their standard of living at a low level. Hence 
under-consumption at a time when the world’s productive capacity 
has increased enormously. 

How can the purchasing power of the masses be increased?. 
Is it a question of credit policy or a better distribution of wealth? 

When inventions increase productive power faster than con- 
sumption, equilibrium may be restored by stimulating consumption. 
A better distribution of wealth is the means of raising the standard 
of living of the masses. When their purchasing power increases 
they will buy more and consume more. A rise in the standard of 

^Elements of Economics by S. E. Thomas, 6th E<3„ p. 577. 

® Discorsty 1 926, p. 91 . 
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living also reacts on productive efficiency— it leads to greater 
production. 

Growth of production should be a matter for universal 
rejoicing, but in a capitalist economy it becomes a curse. The 
Dutch in the 17 th century used to destroy crops of pepper in order 
to keep up its price, and their methods are being widely copied 
at the present time. There is a Persian saying: 

At raushni-e tab' a to bar man bala shudi! 

“ My intelligence has become a source of my misfortune!” 
The inventive genius of man, which has made it possible to exploit 
Nature more effectively in the interests of production, has become 
the source of the world’s misfortune! 

Surely there is something wrong with the world’s economy 
when, with increased production of wealth, the world is growing 
poorer! To grow less wheat and rice, tea, coffee and sugarcane 
when the demand for them is almost indefinitely extensible, is to 
compel the masses to continue to live in poverty and want. 

Other ASPECTS OF ECONOMIC PLANNING 

Lconomic planning is not patch-work. It must be compre- 
hensive, embracing ail fields of economic activity, the whole of 
production and the whole of distribution. 

Economic planning cannot be sectional because economic life 
is not sectional. It is not possible to plan for industries, leaving 
agriculture alone, or to plan for agriculture neglecting industries. 
The various aspects of our economic life are so closely intertwined 
that a national plan of reconstruction cannot neglect any without 
deforming the whole structure. 

Economic enterprise has many forms, for example, hand-work 
and machine-work, small and large scale production, individual and 
State enterprise. Should economic planning aim at preserving all 
this variety of form? 

No less an authority than Werner Sombart, while accepting 
the idea of economic planning, has argued in favour of retaining 
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the complexity of economic forms, structures and systems which we 
see around us. A planned economy, according to him, should not 
be confounded with Monism of economic forms, or identified with 
public economy, as distinguished from private economy, or State 
Capitalism, or Collectivism. Khaddar may therefore have a place 
in a planned economy side by side with the products of textile mills, 
and the charkha side by side with the spirming machine. Some 
hand-work has survived even in advanced industrial countries; if 
capitalism itself has not been able to destroy the variety of economic 
forms, asks Sombart, why should a planned economy undertake 
to accomplish such a hopeless task? (Die Zukunft des kotpiolismusy 
p. 27) . As regards private and public economy, it is not a ques- 
tion of “ either-oT ”, but indeed of “ also ”. “ Private property 

and communal property, private economy and social economy will 
exist side by side, nay, they must do so (‘ p. 29 ’) . This is 
Sombart’s idea of a planned economy, an idea which is acceptable 
to fascism, so far as economic planning has any place in the fascist 
scheme of thought at all. 

Socialist planned economy is of a unitary character. In the 
domain of industry attention is concentrated on machine-making and 
development of the sources of power. In agriculture collective 
farming with power-driven appliances is the distinguishing feature. 
Production is on a large scale, or economic planning in the socialist 
State is on the basis of the machine, whether in agriculture or 
industries. • 
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THE CHARTER OF LABOUR 
Granted on the evening of April 21 , 1927 

The Corporate State and its Organisation 

1. The Italian Nation is an Organism having aims, life and 
instruments of action more powerful and permanent than those of 
separate individuals or groups which compose it. It is a unity in 
the moral, political and economic sense which is realised integrally 
in the Fascist State. 

2. Labour in all its organised and executive forms, whether 
intellectual, technical or manual, is a social duty. For this and 
this reason alone it is protected by the State. 

The whole system of production is a unity from the national 
point of view; its objects are one, which may be briefly expressed 
as the well-being of individuals and the development of national 
power. 

3. Organisation, whether by Syndicates or Trades, is free. 
But only a Syndicate which is legally recognised and is imder the 
control of the State has the right of legally representing ail the 
categories of employers or labourers constituting it; of protecting 
their interests as against the State and other Trade associations; 
of negotiating collective labour contracts binding on all those com- 
prised in its categories ; and of levying contributions from them and of 
exercising in respect of them public functions assigned to it. 

4. The solidarity of various factors of production finds its 
concrete expression in the collective labour contract, through the 
reconciliation of conflicting interests of employers and employees, 
and their subordination to the higher interests of production. 

5. The Labour Court is the organ through which the State 
regulates labour disputes, whether concerning the observance of 
existing rules and agreements or the determination of new conditions 
of work. 


407 


INDIA BEFORE AND SINCE THE CRISIS 


6. Legally recognised trade associations guarantee legal 
equality between employers and employees, maintain discipline in 
production and in work and seek to make them more efficient. 

The Corporations are unified organisations of production and 
represent all its interests. 

In virtue of this complete representation, and since the interests 
of production are national interests, the Corporations are recognised 
as organs of the State. 

The Corporations representing the unified interests of produc- 
tion can frame compulsory rules for the regulation of conditions 
of work and also for the co-ordination of production whenever they 
are empowered to do so by the associations of which they are a 
union. 

7. The Corporate State considers private initiative in the field 
of production as the most efficacious and useful instrument in the 
interests of the nation. 

The private organisation of production being a function of 
national interest, the organisation of a business is responsible to the 
State for the direction of production. From the collaboration of 
productive forces is derived the reciprocity of rights and duties among 
them. The employee, whether a technician, clerk or workman is 
an active collaborator in the economic undertaking, whose direction 
is in the hands of the employer and who is responsible for it. 

8. Trade associations of employers are under obligation to 
take every step to increase production, to make it more efficient and 
to reduce costs of production. Associations representing those who 
practise the liberal professions or the arts, and associations of State 
employees, help in the protection of the interests of art, of science 
and of letters, in increasing the efficiency of production and in the 
realisation of the moral aims of the corporate organisation. 

9. The State intervenes in the sphere of economic produc- 
tion only when private initiative is lacking or found insufficient or 
when the political interests of the State are involved. This inter- 
vention may assume the form of control, encouragement, or direct 
management. 
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10. la collective disputes of labour, legal action cannot be 
instituted before the corporate organ has first attempted conciliation. 

In individual controversies concerning the interpretation and 
application of collective labour contracts, trade associations have 
the power of offering their mediation for conciliation. 

Ordinary labour courts, with the addition of assessors nomi- 
nated by the trade associations concerned, are competent to settle 
such disputes. 

The Collective Labour Contract and Guarantees of Labour 

11. Trade associations are under obligation to regulate, 
through collective contracts, the relations between employers and 
employees whom they represent. 

The collective labour contract is made between associations 
of the primary grade under the guidance and control of central 
organisations, except when in cases provided by law and statutes, 
associations of a higher grade may take the place of the association 
of the primary grade. 

Each collective labour contract, under penalty of nullity, 
should contain precise rules relating to discipline, period of trial, 
amount and method of wage payments and hours of work. 

12. The action of the Syndicate, the conciliatory measures 
of corporate organisations and the decisions of Labour Courts 
guarantee a wage conforming to the normal requirements of life, 
to the possibilities of production and to the productivity of labour. 

The fixing of wages is withdrawn from any general rule and 
is entrusted to agreements between parties in the collective contracts. 

13. Losses occasioned by crises of production and monetary 
changes must be equally shared by all factors of production. 

Statistics issued by Government Departments, by the Central 
Institute of Statistics and by legally recognised Trade Associations, 
relating to the conditions of production and labour, the situation of 
the money-market and the standard of life of workers, co-ordinated 
and elaborated by the Minister of Corporations, will furnish the 
direction for harmonising the interests of various categories and 
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classes as among themselves and with the higher interests of 
production. 

1 4. The wage must be made to conform, in the most suitable 
manner, to the requirements of the labourers and the undertaking. 

When wages are paid according to peace-work, and payment 
is made at intervals exceeding a fortnight, fortnightly and weekly 
accounts must be prepared. 

Night work, not included in regular shifts, must be paid for 
at a rate higher than that for work during the day. 

When wages are paid according to piece-work, the rate of 
wages should be determined in such a way as to allow a faithful 
worker, of normal working capacity, to earn a minimum in excess 
of the basic wage. 

15. The employee is entitled to a weekly holiday coinciding 
with Sunday. 

Collective contracts will apply this principle keeping in view 
existing laws and the technical requirements of the business, and 
within the limits of these requirements they will likewise respect 
civil and religious festivities according to local traditions. The 
employee must scrupuloustly cuid earnestly observe the hours of 
work. 

1 6. After one year’s uninterrupted service in a business 
which works throughtout the year the worker is entitled to a period 
of rest with pay. 

17. In a business which works throughout the year, a worker 
discharged without his fault is entitled to compensation proportionr 
ate to his years of service. Such compensation must be paid also in 
the event of the worker’s death. 

18. The transfer of ownership of a business, working through- 
out the year does not terminate the labour contract, and its employees 
retain their rights as against the new proprietors. 

Similarly, the illness of a worker, when it does not exceed a 
fixed period, does not terminate the labour contract. The call to 
arms, or service in the M. V. S. N. (Milizia Volontaria per la 
Sicurezza Nozionale=F ascist Voluntary Militia for National 
Defence) is not a cause for dismissal. 
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19. Infringements of discipline, and acts committed by 
employees disturbing the normal functioning of a business, are 
punished, according to the gravity of the offence, with fine, or 
suspension of work, and in the severest cases, with immediate 
dismissal without compensation. 

The cases in which the employer can inflict a fine, or pimish 
with suspension or immediate dismissal without compensation shall 
be specified. 

20. The new employee is subject to a period of trial during 
which there is a reciprocal right to terminate the contract with the 
payment of wages to the worker only for the period during which 
he actually worked. 

2!. The benefits and the discipline of the collective labour 
contract are extended also to home-workers. Special rules will be 
framed by the State to insure that home-work is done under clean 
and hygienic conditions. 

Employment Bureaus 

22. The State ascertains and controls the phenomena of 
employment and unemployment, which are good indices of the con- 
ditions of production and work. 

23. Employment bureaus are formed on the basis of equality 
[i.e., equal representation of employees and employers] under the 
control of corporate organisations of the State. Employers are 
under obligation to engage workers through these bureaus. They 
may make a selection out of the registered names, but preference 
is to be given to those belonging to the Fascist party and Facist 
Syndicates, according to priority of registration. 

24. Trade associations of workers are under obligation to 
practise selection among workers with the object of constantly 
improving their technical capacity and moral value. 

25. The Corporate organisations see to it that the laws 
relating to the prevention of accidents and sanitation are observed 
by individuals who are placed under united associations- 
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Insurance, Assistance, Education and instruction 

26. Insurance is an important expression of the principle of 
collaboration. The employer and the employees must share its 
burdens proportionately. The State through the Corporate 
organisations and trade associations will endeavour to co-ordinate 
and unify, as far as possible, the system and institutions of insurance. 

27. The Fascist State proposes: 

(i) To improve accident insurance. 

(ii) To improve and extend maternity insurance. 

(iii) To introduce insurance against professional diseases 

and against tuberculosis as a beginning towards 

general insurance against all diseases. 

(iv) To improve insurance against involuntary unemploy- 

ment. 

(v) To devise special forms of endowment insurance for 

young workers. 

28. It is the duty of associations of workers to protect those 
they represent in administrative and legal matters relating to accident 
insurance and all forms of social insurance. 

In collective labour contracts provision will be made, in cases 
in which this is technically possible, for the constitution of mutual 
funds, with contributions from employers and employees, to be 
administered by the representatives of both under the supervision 
of corporate organisations. 

29. It is the right and duty of Trade associations to provide 
relief for those whom they represent, that is, for both members and 
non-members. Trade associations must directly exercise their 
functions of providing relief; these cannot be delegated to other 
organisations or institutions, except for objects of a general nature, 
which exceed the limits of individual categories [i.e., the trade 
concerned] . 

30. Education and training, particularly professional train- 
ing, of those they represent whether members or non-members, is 
one of the principal duties of Trade associations. They must assist 
the work of national institutions concerned with Dopolavoro 
[Recreation after work], and other measures of education. 
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CHAPTER XVU 


CURRENCY AND EXCHANGE 

1. Indian Currency, 1835 — 1897 

The rupee was established as a standard coin throughout the 
territories belonging to the East India Company in 1835. Before 
that date a great variety of gold and silver coins circulated in differ- 
ent parts of the country, silver rupees being used chiefly as standard 
money, while the value of gold coins depended upon the market 
price of gold. The circulation of several denominations of coins 
in the country caused great inconvenience to the trading community 
and to the Government, and we find the Court of Directors, in their 
Despatch dated 25th April, 1806, approving the recommendations 
of their officers in India “ for the adoption of one general system 
for the formation of the coins for the currency of the whole of our 
possessions on the continent of Asia,” for they were “ fully satisfied 
the evils complained of can only be removed by the introduction of 
a gold and silver coinage of one weight and fineness, such coin to 
become the universal measure of value for British India.”^*^ 

No less than 27 varieties of rupees were current in Bengal, and in the 
Punjab, before the time of Ranjit Singh, currency conditions were not less 
chaotic. Ranjit Singh closed ail the mints except those at Lahore and 
Amritsar, where the Nanakshahi rupee was first coined. The Nanakshahis 
were “ the national currency ” of the Punjab. They were divided into three 
series, called the porane, coined from 1 796 to 1 8 1 4 ; the chulme, coined 
from 1814 to 1824; and the chilte, coined after 1824. The porane 
circulated at a discount with the chulme and the chulme at a discount with the 
chilte. All three were at a discount with the Company’s rupee, in spite of 
their greater intrinsic value. The artificial value given to the Company's 
rupee over the porane and the chulme was due to the fact that neither of those 
coins was received at the British treasuries.t 

About the same time 15 coins, in addition to the Company’s rupee, 

* East Indian Currency^ No. 127, para. 4, 
f Papers Relating to (East India) Coinage, 1860 (No. 254), p. 24» 
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were current in Rajputatja, and they were “ as much a marketable article as 
opium, cotton, or any other staple of commerce 

The Act No. XVn of 1835 made the silver rupee of 180 troy 
grains, eleven-twelfths fine, the standard throughout British India. 
The weight and the fineness of the rupee have remained unaltered 
since 1835. 

The Position of Gold in the Currency 

By section 9 of the Act of 1835 it was enacted that “ no gold 
coin shall henceforward be a legal tender for payment in any of 
the .territories of the East India Company.” The Court of 
Directors, however, in the Despatch of 1806 had stated that 
“ it is not by any means our wish to introduce a silver currency 
to the exclusion of the gold, where the latter is the general measure 
of value, any more than to force a gold coin where silver is the 
general measure of value.”t 

In para 1 6 of the Despatch they clearly defined their attitude 
towards the use of gold as currency : — 

“ Although wie are fully satisfied of the propriety of the silver rupee 
being the principal measure of value and the money of account, yet we are 
by no means desirous of checking the circulation df gold but of establishing 
a gold coin on a principle fitted for general use. This coin, in our opinion, 
should be called a gold rupee and be made of the same standard as the silver 
rupee, viz., 1 80 troy grains, gross weight, and 1 65 troy grains, fine gold, also 
divided into halves and quarters, so that the coins of both gold and silver 
should be of the ssune denomination, weight and fineness.” 

In view of this pronoimcement it is difficult to understand why 
the gold pieces coined under the Act of 1835 were deprived of the 
legal tender quality. By a proclamation issued in 1841 officers in 
charge of public treasuries were authorised to receive the gold coins 
struck under the provisions of the Act of 1835 at their denominated 
value, until they should have passed a certain limit of lightness, 
when they were to be taken as bullion only, by weight. It is also 
not clear what was the precise object in requiring public treasuries 
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to receive gold coins which were no longer legal tender. It was 
certain that so long as the market price of gold exceeded the denomi- 
nated price of the coin in silver, no gold would be brought to the 
Government, but if the market price of gold fell below the silver 
denomination of the coin, gold would accumulate in Government 
treasuries and this gold could not be used by Government in making 
payments to the public as it was not legal tender. Such was actually 
• the result of the proclamation of 1 84 1 . In a letter to the Court 
of Directors, dated 2nd July 1852, the Government of India point- 
ed out that there was 30 lakhs of rupees worth of gold in Govern- 
ment treasuries which was of no use to them. 

The Government of India proposed that the proclamation of 
1841 should be withdrawn. The Court of Directors agreed with 
the Government that it was important at once to check the receipt 
of gold into the Indian treasuries, but they pointed out that the 
proclamation of 1841 was not intended to bear the interpretation 
which the Government had given to it. By a notification issued 
in December, 1852, it was declared that beginning with January, 
1853, “no gold coin will be received on account of payments 
due, or in any way to be made, to the Government in any public 
treasury within the territories of the East India Company.” Gold, 
however, continued to be received into the mint for coinage under 
the Act of 1835. 

While the action taken by the Government tended to dis- 
courage the use of gold as currency, the fall in its price, consequent 
upon the discoveries of gold in Australia and California, consider- 
ably increased the demand for gold. Memorials were submitted to 
Government by various Chambers of Commerce praying for the 
introduction of a gold currency. The more important proposals' 
made with a view to encourage the use of gold as currency were:j 
( 1 ) the introduction of the sovereign or some other gold coin which, 
should circulate at its market price from day to day measured in 
silver: (2) the introduction of the English sovereign as legal tender 
for ten rupees, but limited in amount to 20 rupees: (3) the changeij 
of the monetary standard from silver to gold, silver tokens to bej 
used as subordinate coins. These proposals were examined byf 



-"’a" '—■•^js' ’-■T>™-^. 
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James Wilson in a mmute entitled ‘* Proposals to introduce 

'•ta Gold Currency in India,” dated 25 th December, 1859. He 
thought, and rightly, that a gold coin, whose value as measured in . 
silver was fluctuating from day to day, could not be used as 
currency. To the proposal to permit the circulation of the sovere- 
' ign as legal tender to a limited extent of 20 rupees his objection was 
that the sovereign w'ould not circulate so long as its value was above 
the ratio at which it was made legal tender, and that every effort 
would be made to force it into circulation if its value fell below 


that ratio. The result would be that those who received the , 
sovereigns in payment of small sums (railway companies and small 

be able to use them in making 
This objection did not apply j 
iilver to gold, and Mr. Wilson 
admitted that if Government “ had to begin Je novo, convenience 
would point to a gold standard with silver tokens as the best.” Bu' 
he thought that in a country where all obligations had been contract 
ed to be paid in silver, to change the standard from silver to gold, 
because gold had depreciated, would be to defraud the creditor for 
the advantage of the debtor and to break public faith. His vie\ 
was that a well-regulat ed pa per currency was more desirable than 
gold in circulation, and he submitted his proposals for a Govern- 
ment paper currency in a separate minute. 


dealers, for example) , would not 
large payments wjAg^jgk-afJass- 
to a change in the standard from s 


To Jcimes Wilson’s plan for a paper currency it was objected 
that the people of India would be slow to appreciate the advantages 
of paper money as from time immemorial they were accustomed to 
the use of money of instrisic value. r 

The case for the introduction of gold into circulation in India, 
was ably argued by Sir Charles Trevelyan in a minute dated 20th 
June, 1864. "Information collected by Sir Charles Trevelyan from 
all parts of India showed that there was a general desire for the 
introduction of gold coins in India; that the people of India were 
well-acquainted with the sovereign; and that there was every 
reason to think that the introduction of the sovereign would be well 
received and that it would circulate freely at 1 0 rupees. The 
Secretary of State, however, did not think it advisable to make the 


418 


CURRENCY AND EXCHANGE 


sovereign legal tender, but as an experimental measure he suggested 
that the sovereign and the half-sovereign should be received into 
■ • and paid out of public treasuries in India for ten and five rupees 
• respectively, and effect was given to this proposal by a Govern- 
h ment notification in November, 1864. But the rate of ten rupees 
' to the sovereign was below the market value of the sovereign, and 

■ therefore it failed to attract sovereigns to Government treasuries. 
!' The rate was raised to Rs. 10-4 for the sovereign and Rs. 5-2 for 

the half-sovereign in October; 1 868. Shortly afterwards the gold 
price of silver began to fall, which entirely changed the Indieua 
currency situation, and the Government of India adopted the follow- 
ing Resolution on the subject of a gold currency on 7th May, 

■ Wi-— 

; “ The expediency of introducing a gold currency having been 

considered, the Governor-General in Council is not at present pre- 
’^pared to take any step for the recognition of gold as a legal 
-^standard of value in India.” 


The Fall IN THE Gold Value OF Silver 

I V 

The fall in the gold value of silver commenced in 1873, and 
by 1893 it amounted to 40 per cent. 

Expert opinion was divided as to the causes of the fall. On 
the one hand it could not be denied that the production of silver 
had increased. The demand for silver had, at the same time, 
decreased owing to (a) the cessation of free coinage of silver in 
I Germany, the Latin Union and Holland, and (&) diminution in 
the Indian demand for silver caused chiefly by increase in the sale 
' of Council bills. It would, therefore, appear that the change in 
the relative values of the precious metals was due to causes affect- 
ing silver. On the other hand, there is a good deal of evidence 
to show that during the whole period, 1873 — 1893, gold was 
appreciating owing to causes affecting gold itself — decreased pro- 
duction and increased demand for industrial, and monetary purposes. 
If the purchasing power of gold and silver in terms of commodities 
is considered, it is found that the fall in the gold value of silver 
far exceeded the fall in the value of silver .as measured by purchas- 




INDIA BEFORE AND SINCE THE CRISIS 


ing power over commodities either in China or in India, while th^ 
purchasing power of gold over commodities in England increasec. 
very considerably. The movements of gold and silver prices 
unmistakably show that the change in the relative values of the 
precious metals was primarily due to the jip preciation of gold, not 
depreci^ion of silver. 

\^ateyer be the caus es of the fall in t he gold value of silv er, 
its effect o n Indian finance was most seric^s. The Home Charges 
amounted then to about £J3 .000.000 annually. Tbe Hom e 
Charges represent a sterling obligation of the Government of India, 
while the revenues of the Governinent are collected _in_ silver. 
Every fall in the gold value of the rupee thus ine^La. real addition 
to the burcfcmof the HomejCharges. 

In a note dated 13th July, 1876, R. B. Chapman, Secre- 
tary, Financial Department of the Government of India, pointed 
fout that from 15J/^ times gold had risen to be worth about 20 
times its weight in silver, and that the fall in e xchan ge t o Is. 7d. 
had made it n ecessary for the G overnm ent-to -ford.. crores of rupees 
ai mually in excess of what t hey had at their disposal. “ The task,” 
he wrote, “ is formidable enough to cause dismay. It will be 
requisite to give up all administrative luxuries and even some 
necessaries Resort must, moreover, be had even to new taxa- 

tion. But a loyal and combined effort must be made. I see no 
way of escape from the painful exigency.” 

Any consider abl£_,inc£ease_in_ toation , hfi-wever..., jsias-Jiol 
prajrticaHe for political. reasons and _t bfi-.situatiQCL-was one o f gre at 
difficulty.. i • 

r ‘Apart from increasing the burden of the Home Charges, the 
J fall in exchcuige tended '"to check the investment of foreign capital 
\ in India and lowered the gold value of the salaries, paid in rupees, 
I of the European employees of the Government. It also made 
\foreign trade a gamble in exchange. 

f In view of the ultimate establishment in India of the gold exchange 
j system it is interesting to learn that as early as 1876 it wp__£TOposed . to 
Ise CTre s tability of e xcha n ge by closiiig..the nffijls Jo the coimjge..,of .sikejr, 
' and ^ving the rupee an artific ial gold yaluw The main features of this 
plan were d^crib^ in a letter by Major-General Richard Strachey to the 
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Editor of Ik Pall Mall Budget, dated 10th August, 1 876. ' It was suggest-| 
;| 5 d' that the mkts should be closed to the free coinage of silver and ,.the| 
rupee coinage placed entirely under the control of the Government; that^f 
as a temporary arrangement the mint should be opened for gold; and thatl 
the gold value of the rupee should be fixed at about Is. lid. and note^ 
issued against gold at fixed rates. 

The authorities in India did not appreciate the novel idea of establishing’ 
a gold standard with a currency mainly composed of token silver rupees 
issued by the Government. Major-General Strachey’s letter called forth 
a spirited reply^ from R. B. Chapman, and in their Despatch to the Secret 
tary of State, dated 1 3th October, 1876, the Government of India expressed 
their views on the proposal in no uncertain terms, f 

Tlie Government of India favoured the settlement of the silver 
" question by international agreement, but they were of opinion that 
if an international conference failed to arrive at a satisfactory 

^ " I am astounded that you should propose such a tremendous heresy as a 
permanent divorce between the standard and the currency. Surely this is nothing -in 
the world but an inconvertible currency, limited, it is true (though I observe that you 
would not even limii it absolutely), but still inconvertihh* If we are to go in for an 
inconvertible currency, why should we go to the useless expense of having it in silver ; 
surely it would be only commonsense to go to paper at once? I have seen plainly that 
we must go through a period of inconvertible currency of silver with a gold standard; 
but i have always looked upon this as an evil of the first magnitude from which we 
should use every exertion to escape at the very earliest opportunity. It startles and 
staggers me that you should say that such a man as yourself, to say nothing of the 
rest of the powers that be at the India Office, should have been seduced into thinking 

otherwise for an instant Have you not altogether underrated the volume of our 

silver currency too? A true silver sul»idiary currencjr must I mamtmn, be treated 
a note currency, ie., it must be issued onfy in exchange for gol^ and the State should 
be compelled b give gold for it, at conveijieut centres, on demand, everywher^^. Only 
on these conditions will a silver subsidiary coinage be on a really sound fooling; and 
upon this fooling even India will not want, I believe, more than 30 crores at the 
outset if indeed she wants as much. You cannot seriously think we could for a 
permanency avoid calling in the 170 crores of rupees that we should have in excess 
of our wants. Nor can I seriously believe that an accurate thinker like yourself would 
deliberately consent to entrust to any Government on earth the power to issue tol^cn 
coinage at its discretion to pass as full , legal tepd^ No human Government has yet 
existed who could be trusted with such a power.** 

We ^are^ thi»^ quite aware_^lffial , P,f .ini|ht be enhanced without^' 

^ ile b^y oF our currei^; and ■ that we might, ■ for a .fime,"?' ' 
enjoy many of the advantages of a gold standard, without undergoing the expense of 
introducing a gold currency. But we wholly distrust the advice and conclusions of those 
who think that such a state of things could be tolerated permanently, or even for any 
considerable length of time: in other words, that we could introduce an enhanced standard* 
and yet, indefinitely, escape the obligation to introduce an enhanced currency/* 

^ 1 1 SR to V© 
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decision regarding silver, it would be necessary to stop the free 
coinage of silver and introduce a gold standard with a gold currency 
in India. An International Monetary Conference was convened 
at Brussels in 1892, but is suspended its labours on December 17, 
without coming to any definite conclusions. It was to meet again 
on 30th May, 1 893, if the various Governments which were 
represented in it approved. But it never met again. A month 
before the meeting of the Brussels Conference the Secretary of 
State for India had appointed a Currency Committee, presided 
over by Lord Herschell, to consider the proposals of the Govern- 
ment of India. The Committee accepted these proposals with some 
modifications. Acting on the advice of the Herschell Committee the 
Government closed the mints to the free coinage of silver by Act 
No. VIII of 1893, passed on 26th June, 1893. On the same date 
three notifications were issued, the first providing for the issue of 
rupees in exchange for gold presented at the Indian mints at the rate 
of 16d. to the rupee; the second authorising the receipt of sovereigns 
and half-sovereigns by the Government in payment of taxes and 
other Government dues at 16d, to the rupee; and the third providing 
for the issue of currency notes in exchange for British gold coin 
or gold bullion at the same rate. ' 

Foreign Trade, 1873—95 

^ By itself a fall in exchange tends to check imports and Ip 
s_toulate exports. The imports are checked because the fall in 
exchange increases the cost, as measured in rupees, of the imported 
articles and reduces the profit of the importer, unless rupee prices 
can be raised proportionately. Exports are stimulated (other 
things being equal) because the same gold price received for goods 
sold abroad means a higher rupee price. But any serious check 
to imports must react on exports. Further, it is contended that the 
producer or exporter makes a gain only at the expense of other 
classes of the comraimity, particularly the labourers, and only so 
long as wages and other elements of cost do not rise. In a Des- 
patch to the Secretary of State, dated 9th November, 1878, the 
Government of India considered it doubtful whether the fall in 
exchange had exercised any beneficial effect at all on the trade of 
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India ; they also pointed out that the effect of the fall had been 
much obscured by seasons of extreme drought, commercial depres- 
sion and political troubles. 

During the whole period of falling exchange (1873 — ^95) 
imports into India increased by a larger percentage than exports. 
The total value of imports of private mercheindise in 1873-74 was 
3 1 ,62 lakhs and of exports, 54,96 lakhs. In 1 894-95 imports had 
risen to 70,16 lakhs, or 122 per cent, and exports to 108,81 lakhs,. 
Of 98 per. cent. The greater expansion of the import trade as 
compared with the export trade is explained by the very consider- 
able fail in gold prices which occurred during this period. It would 
also seem that while a stable exchange is an undoubted convenience 
to trade, a country’s foreign trade may prosper in spite of a fluctuat- 
ing exchange. 

The 1 6 J. rate had been chosen as it represented the exchange 
value of the rupee in the years immediately preceding the closing 
of the mints to the coinage of silver. Government hoped to prevent 
a fall in exchange below 16d. by “starving the circulation.” If, 
while population is increasing and trade is expanding, the growth of 
the currency is restricted, the effect would be to reduce the volume 
of the currency in relation to trade. The closing of the mints was, 
however, followed by a further fall in exchange, and the fall 
continued until the rupee touched its lowest point, 12^d. in January, 
1895. This was due to several reasons. (1) Some 20,060,600 
rupees were coined by Government immediately after the closing 
of the mints. This represented silver received from banks and 
others shipped to India before the closing of the mints. (2) Many 
millions of rupees were imported into British India, where the face 
value of the rupee was greater than its^ intrinsic value, froin Indian 
otates. (3) Rupees also came out or hoards. (4) There 
was an increase in the net circulation of notes, as can be seen from 
the following figures:— 

Net Circulation on 3 1st March 

Lakhs of rupees. 

26.40 
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(5) Finally, the Council bills sold by the Secretary of State 
in 1 894-95 amounted to about ^J^,000,000 as compared with £95/2 
millions sold in the preceding year. The effect of the increase in 

I the sale of Council bills was to reduce the cash balances in the 
Government treasuries and to increase the number of rupees in 
circulation. 

Having reached its lowest level in January, 1895, the 
exchange value of the rupee began to rise, and in the latter part 
of 1897 it nearly touched \6d. The years 1895 to 1898 were 
a period of the appreciation of the rupee in terms of gold. The 
exchange value of the rupee was now completely divorced from 
, its bullion value and fluctuated independently of the price of silver. 

In August, 1 897, the Government of India were asked by 
the Secretary of State whether they were in favour of re-opening 
the Indian mints to silver if France and the United States of 
America opened their mints to silver as well as gold. The 
Government of India saw no very good reasons for adopting the 
course suggested. They pointed out that the return to silver 
monometallism would cause an intense disturbance of trade, and in 
case the experiment failed, the whole cost of failure would have 
to be paid by India alone. Further, international bimetallism 
could not succeed without the co-operation of the United Kingdom, 
and since the United Kingdom was not prepared to change her 
monetary standard, the best possible course for India was to link her 
currency system with that of the United Kingdom, the country with 
which her trade and fiancial connections were most intimate. The 
Government of India finally declined to give the undertaking 
desired by France and tlie United States. In view of the fact 
that their currency policy had succeeded in arresting the fall in 
exchange, their objection to re-opening the mints to the coinage of 
silver, which meant a reversal of their policy, was well-foimded. 

Indian Currency, 1898 — 1914 

On 3rd March, 1898 &e Government of India sent a commu- 
nication to the Secretary of State urging the establishment of a 
gold standard in India. The time had arrived, they said, to put 
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an end to the uncertainty and fluctuations of exchange. This 
communication led to the appointment of the Fowler Committee. 
At the time when the Despatch of 3rd March was written the 
exchange value of the rupee was still somewhat less than 16d. 
The Government of India proposed to raise exchange by reduc- 
ing the volume of the silver circulation and replacing the silver with- 
drawn from the circulation by gold. The circulation was to be 
reduced by melting down rupees.* 

The Fowler Committee rejected the proposal to melt rupees, 
but before the Committee made its report the rupee had risen to 
1 6d., and the Government of India themselves, in the altered 
circumstances, would not have reconunended that measure. The 
main recommendations of the Fowler Committee were that the 
sovereign and the half-sovereign should be declared legal tender 
throughout India at 15 rupees per sovereign, and that a gold 
standard with its “ normal accompaniment,” a gold currency, should 
be established in India. The Committee also recommended that 
“ fresh rupees should not be coined until the proportion of gold 
in the currrency is found to exceed the requirements of the public,” 
and that “ any profit on the coinage of rupees should be kept in 
gold as a special reserve, entirely apart from the Paper Currency 
Reserve and the ordinary Treasury balances.” 

The reserve was to be used for maintedning the exchange value 
of the rupee. 


* The mere reduction of circulation might he carried out in the same way* in 
which it was ejected in IS93* namely* by abstaimng from drawing G>unctl bills, until 
we have an accumulation of, say, twenty crores in excess of our ordinary balances,. 
But this procedure would be both costly, and, as we believe, ineffective ; in the first 
place, the permanent locking*up of twenty crores of rupees would cost us in the 
interest on that amount, or on the amount of gold borrowed in Elngland during the 
suspension of drawings, and in the second place, the existence of this accumulation of 
silver coins would be a perpetual menace to the exchange market, and would entirely 
prevent any confidence in the future of the rupee. We must not only 
withdraw the amount from circulation, but we must show by the method we 
adopt that our intention is that it should cease to exist in the form of coin, and that 
its place as coin is to be taken by gold. Our proposal is therefore to melt down 
existing rupees, having first provided a reserve of gold both for the practical purpose 
of taking the place of the silver, and in order to estaHisK confidence in the issue of 
our measures." {East India Currency ^ c. 88^, p. 6.) 
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The Lindsay scheme for the introduction of a gold standard 
without a gold currency was rejected by the Fowler Committee. 

The Government of India accepted the recommendations 
of the Com m ittee. The sovereign was declared legal tender, the 
Gold Standard Reserve was instituted, and active steps were taken 
to encourage the use of gold as currency. Arrangements were 
also made for the coinage of gold in India, but the scheme was 
dropped when it was nearly complete in 1902. 

The Gold Exchange Standard 

Though the Government of India fully intended to carry out 
the recommendations of the Fowler Committee, the Indian currency 
system did not develop along the lines recommended by that 
Committee. The main features of our pre-War currency system 
were essentially those of Mr. Lindsay’s scheme, 
j The central idea of the gold exchange system is that gold 
I is not required for internal circulation but for the payment of 
international indebtedness. For maintaining exchange it is, 
therefore, sufficient if the national currency is convertible into gold 
at a constant rate for meeting sterling obligations abroad* When 
Council' bills were sold in London, gold was deposited in the 
reserves kept there and rupees were issued in India. The circulation 
contracted when bills were sold in India to meet an unfavourable 
bcilance of trade. The Gold Standard Reserve, (Mr. Lindsay’s 
“ Gold Conversion Fund ”) was kept in London, as gold is 
required for the settlement or the balance of India’s foreign 
indebtedn^s, and London is an important, centre, for the settfe- 
iSr^’lfenational Indetediies s. 

These are the main features of Mr. Lindsay’s scheme. 
Several objections were raised against the scheme. The Govern- 
ment of India in their Despatch of 3rd March, 1898, gave as one 
of their main reasons for deciding not to adopt the scheme that 
it would involve them “ in a liability to pay out gold in London 
in^^change for rupees received in India Jo an indefinite extent.”* 

* Para. 26 of ihe Despatch, 
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Mr. Lindsay’s reply to the objection was that Government would 
be involving themselves in a greater liability by undertaking to 
give gold in India. A second objection to the scheme was that the 
location of the Gold Standard Reserve in London would excite 
distrusi and suspicion. “ A gold reserve,” said Sir James Westland 
in his memorandum on the scheme, “ intended to support the 
introduction and maintenance of a gold standard in any country 
ought to be kept in the country if it is to produce its full effect in 
the way of establishing the confidence which is almost indispensable 
to the success of the measure.”* Mr. Lindsay, however, thought 
that the foreign capitalist would have greater confidence if the 
reserve was kept in London. “ It is only people who send out 
capital to India that are concerned in this matter, the people who 
work with local capital in India will be very much in the same 
position as they are at present. The token rupees are all they 
want.”t 

The chief difference between Mr. Lindsay’s plan and the measures 
proposed by the Government of India was that the former provided for 
the contraction and expansion of the currency by the withdrawal of rupees^ 
from, and the issue of rupees into circulation, while the latter recommended 
the adoption of the principle of free in-flow and oufe^ow df gold. If there 
was no fresh coinage of rupees, the demand for additional currency caused 
by the growth of trade would be met by the issue of gold coins; if at 
another time the currency became redundant, the excess would be got rid 
of by the exportation of gold. Mr. Lindsay’s plan, it was also pointed out, 
invested the Government with some degree of control over the voliune of the 
rupee currency, for new rupees were to be coined from bullion bought at the 
discretion of the Government. “ This is not a feature of the plan,” wrote 
Sir James Westland, “ that can commend itself in principle, ifor the regu- 
lation of the sole full legal tender currency of a country should be entirely 
automatic and not in any degree dependent upon the discretion of the 
Administration. ” $ 

The chief matters of interest in our currency history in the 
first decade of the 20th century are the investment of the Gold 
Standard Reserve in securities in London; the formation in India 
in 1906 of a rupee reserve as part of the Gold Standard Reserve; 

^ East India Currency, cmd, 8840. p. 18. 

f Evidence before the Fowler Commiiiee, Q. 4057* 

"^Easi India Currency?, cmd. 8840^ p. 20. 
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the diversion in 1907 of profits on the coinage of rupees for capital 
expenditure on railways; and the sale of sterling drafts by the 
Government of India in the exchange crisis^of 1907-08. 

In 1905, and again in 1906, some difficulty was felt in meet- 
ing the demand for rupees in India, and this led to the formation 
for a special rupee reserve which could be utilised for preventing 
exchange from rising above Is. 4d. At first the reserve was held 
inside the Paper Currency Reserve in the form of silver ingots and 
then in partly coined rupees, but in 1906 it was decided to hold 
it in the form of coined rupees only. As the reserve was needed 
for preventing the rupee from rising to a premimum over Is. 4d„ 
its ncune was changed to the Gold Standard Reserve, which now 
consisted of two portions, one held in the form of sterling securities 
in London, and the other in rupees in India. The rupee bran ch, 
like the sterling branch of the Re serv e, consisted of the profits on, 
the coinage of rupees. 

In 1907 a Railway Committee appointed by the Secretary of 
State recommended that £1,000,000 out of the profits on the 
coinage of rupees in 1907 should be devoted to improvements for 
Indian railways. The Secretary of State went further than the 
committee and decided that for the future one-half of any profits 
on the coinage of rupees should be used for capital expenditure on 
railways until the Gold Standard Reserve reached £20,000,000. 
It was intended that after that total had been reached, the whole 
of the profits on silver coinage should be diverted from the Reserve. 
The Government of India, however, thought that the sterling 
portion of the Reserve should be allowed to accumulate to 
£20,000,(K)0 before any sums were diverted from it. In reply 
to a communication from the Government of India on the subject 
the Secretary of State said, “ The danger which you allege of 
a fall in exchange I regard as illusory, having regard to the present 
conditions of trade, the amount of securities in the Gold Standard 
Reserve and of gold in the Currency Reserve.”* He adhered to 
his decision and used £l ,123,CKX) of the profits of coinage for railway 
capital expenditure. 


* Report of the Chamherlain Commisston, Para, 36, 
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But the danger of a fall in exchange was not illusory. A 
severe financial crisis in America in the autumn of 1907 and the 
consequent monetary stringency in the money markets of the world, 
combined with the failure of the summer monsoon in India in 1 907, 
caused Indian exchange to fall suddenly in November. The 
Exchange Banks asked Government to sell telegraphic transfers on 
London at 1 s. 4d. per rupee, but the Government, after consulting 
the Secreetary of State, refused. The Government also refused 
to give gold for export from the Paper Currency Reserve in larger 
quantities than £10,000 to any one individual in one day. The 
exchange continued to fall and on November 23 it fell to, Ls. 
3-23J32d^ Indian importers began to buy British Postal Orders 
for £10,000 and other large sums as a means of making sterling 
payments, and then at the instance of the Secretary of State the 
Government of India began to give gold for export. The Govern- 
ment also informed the Exchange Banks on 27th December that, 
should it become necessary, they would offer for tender in India 
sterling exchange on London. On 26th March. 1908, sterling f 
bills were first sold in. India, and they continued to be sold till 
i !th September, 1908. In all £8,058,000 was withdrawn 
durmg this period from the Gold Standard Reserve to meet the 


The crisis of 1907-08 showed that strong gold reserves were 
essential for the maintenance of exchange. During the crisis 
£4, 1 79,000 was withdrawn by the public from the Paper Currency 
Reserve, while only £250,000 was exported on private account- 
Another lesson taught by the crisis was ‘ the desirability of formu- 
lating in advance and giving publicity to the policy which it is 
intended to pursue in a crisis.” ” It is almost as important,” 
wrote the Chamberlain Commission, “ that the general public 
should have confidence in the determination of the Government 
effectively to use their resources to maintain the rupee at Is. 4d, 
as it is that the Government should have the necessary resources 
for so doing.”^ v-, , , . r. 


^ Para* 52 of the Report of lire Chamherlmn Commission* 
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The Chamberlain Commission 

The Chamberlain Commission was appointed in April, 1913, 
to consider, among other matters, “ the measures taken by the 
Indian Government and the Secretary of State for India in Council 
to maintain the exchange value of the rupee in pursuance of, or 
supplementary to the recommendations of the Indian Currency 
Committee of 1898, more particularly with regard to the location,, 
disposition and employment of the Gold Standard and Paper 
Currency Reserves.” The Commission approved of the measures 
adopted by the Government in order to maintain the exchange 
value of the rupee, though these measures were “ less in pursuance 
of the recommendations of the Committtee of 1 898 than supplemen- 
tary to them.” This is shown by the fact that the Government 
abandoned the attempt to encourage the use of sovereigns in India, 

’ and kept the .Gold Stemdard Reserve in London for the support 
of exeh9.)Elg§- The Commission were not in favour of introducing 
a gold circulation in India. “ The establishment of the gold value 

I of the rupee on a stable basis,” they wrote, “ has been and is of 
the first importance to India.”* Gold in actual circulation is of 
little use for the support of exchange. ‘ Further, they tried to show 
that the attempt to encourage the circulation of gold would 
/ necessarily weaken the gold reserves of the Government, and 
thus make it difficult for Government to maintain exchange 
in a time of crisis. To the objections that without gold 
in active circulation India’s currency system would remain a 
“managed” system their reply was that there was no “essential 
difference between the power to import sovereigns at will and the 
power to have gold coined into sovereigns in India.” They finally 
concluded that “ It would not be to India”s advantage to encourage 
the increased use of gold in the internal circulation.” In para- 
graph 76 of their report, the Commission said: — 

“ To sum up, our view is that India neither demands nor requires gold 
coins to any considerable extent for purposes of circulation (as opposed to 
saving or hoarding), that the most generally suitable media of internal 
' circulation m India are at present rupees and notes, and that the Government 
should, as opportunity may offer, encourage notes, while providing — and this 
* Para. 76 of the Report 
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is the cardinal feature of Ae whole system — a bolute. . secjiri^y for the 
convertibility into sterling of so much of the intemarcurrency as may at any 
moment be required for the settlement of India’s external obligations.” 

As regards the Gold Standard Reserve the Commission did 
not fix any limit up to which the Reserve should be accu- 
mulated. They reconunended that the profits on the coinage 
of rupees should, for the present, continue to be credited 
' exclusively to the Reserve and that Government should aim 
at keeping one-half of the total Reserve in actual gold. 
The rupee branch of the Reserve they considered to be 
“ responsible for much confusion a^id doubt as to the efficiency of 
the Reserve” and they recommented its abolition. They did not 
consider it necessary that the use of the Reserve should be 
regulated by statute. “ But we advise,” they said, ” that the j 
Government should make a public notification of their intention to \ 
sell bills in India on London at the rate of I s. 3 29/32d - ! 
whenever they are asked to do so (as was actually done in 1908 
and confirmed in 1 909) , to the full extent of their resources. We 
believe that the knowledge that such exchange can be purchased 
at any time will do much by itself to inspire confidence, and so to 
reduce the actual demand for drafts on London, and to prevent 
that feeling of panic which is liable to accompany and to aggravate 
periods of financial strain. With the Reserve for the support of 
exchange so strong as it will, we hope, prove, if our recomendations 
are accepted, we do not think that there is any reason to fear that 
in undertaking this liability the Government of India would be in 
any danger of being unable to carry out their obligation.” 

Only partial action could be taken by the Government on the 
Report of the Chamberlain Commission, as the War broke out 
shortly after the publication of the Report in 1914. Government 
issued a notification in 1914 guaranteeing to issue sterling drafts 
on the Secretary of State in London. The Silver branch of the 
Gold Standard Reserve was also abolished in 1914 by the transfer 
of 6 crores of rupees held in the silver bramch to the Paper Currency 
Reserve for an equivalent amount of gold. 
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3. Indian Currency 19! 4 — 1920 

Having learnt in the crisis of 1907-08 how to use their gold 
reserves for the support of exchange, Government were fully 
prepared to meet the weakening of exchange which was the imme- 
diate result of the outbreak of war. Between 6th August, 1914, 
and 28th January, 1915, Reverse bills were sold to the extent of 
£8,707,000. Reverse bills were again sold in 1915-16 
(£4,893,000) and between November, 1918, and April, 1919 
(£5,465,000) . Apart from these temporary periods of weakness, 
jour currency troubles during the greater part of the War were due, 
not to a falling rupee, but to a rupee whose exchange value rose to 
unexpected and unprecedental heights. 

' A gold exchange system is an artificial system in the sense 
that the rate of exchange under this system does not depend upon 
the intrinsic value of the silver coin. Before 1 893, every fall in 
the price of silver reduced the exchange value of the rupee, 
but during the whole period between 1899 and the 

fluctuations in the price of silver excerised no influence upon the 
course of the rupee exchange. Exchange rose and fell according 
to the supply of, and the demand for foreign bills. The exchange 
value of our rupee was thus completely divorced from its bullion 
vali|g. 

But it should not be supposed that as soon as a country has 
conferred an artificial gold value upon its silver coin, the market 
price of silver becomes a matter of indifference. Violent fluctua- 
tions in the price of silver in either direction would destroy the 
system, or make it impossible to work. The essential feature of a 
gold exchange system is the use, for purposes of internal circulation, 
of a token coin which is convertible into gold for foreign remittances 
at a more or less constant rate. When a token coin ceases to be 
a token coin, on account of the rise in the value of its metallic content, 
the gold exchange system automatically ceases to exist. It thus 
appears that the existence of the gold exchange system and its 
successful operation depend upon steadiness in the value of silver. 
For the purposes of the gold exchange system it is comparatively 
a matter of indifference whether the ratio of silver to gold is high or 
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low, but it is not a matter of indifference whether the ratio is steady 
or subject to frequent and violent changes. 

This aspect of the question was duly considered by the American 
Commission on International Exchange of 1903. In the arguments sub' 
milted by the American Commission to the foreign Commissions there was 
a whole section devoted to “ Consideraticms regarding the price of silver.” 
“ Whether the absolute price of bar silver be high or low,” wrote the 
American Commission, ** is a matter of com|>aratively slight importance, in- 
asmuch as the ratio could be fixed to correspcmd, provided the price remains 
steady ; but if after a ratio had been once fixed, the price were to increase 
decidedly (so that the bullion value of coins exceeded their nominal value) 
the coins would be melted down and the system would be destroyed. On 
the other hand, if the price of silver were to fall very low, the burden of 
maijtitaining the parity would be heavier, inasmuch as a larger gold reserve 
fund might be required to maintain confidence. It is extremely desirable, 
therefore, especially for the countries that are somewhat weak financially. 


that the price qf silver bullion should remain steady at a point somewhat 


J 


near the ratio agreed upon.”* 


J 


In India attention had been concentrated on devising means 
for preventing the rupee from falling below a certain level. The 
possibility of a rise in the rupee much above its gold parity was 
never serviousiy considered by Government or any one else. This 
is certainly curious in view of the fact that the rise in the price of 
silver in 1906-07 caused the gold exchange system of several 
countries to collapse, though it did not affect us. 

The rise in the price of silver jn Septemb er, 1917, to 55 J. 
put an end to our gold exchange system. The rupee ceased to be 
a toheh coin— there was profit in melting and exporting it. As 
the price of silver continued to rise, the maintenance of the old ratio, 
\6d. to the rupee, became impossible. The rise in the cost of 
production of the rupee compelled the Secretary of State to raise 
the price of rupees. The minimum rate for Immediate Telegraphic 
Transfers, which on 28th August, 1917, had been fixed at Js. 5d., 
was raised to Is. 6c?. on 1 2th April, 1918, Is. 8c?. on 13th May, 
1919, Is. 10c?. on 12th August, 2s. on 15th September, 2s. 2d. 
on 22nd November and 2s. 4c?. on 12th December, 1919. ., 

^ Siahilii}) of Iniernaiional Exchange, Washington, !903, p, 124, 
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* A contributory cause of the rise in exchange was the strong 
elemandl for rupees due to the heavy balances of trade in India’s 
favour. But even without the assistance of the favourable balances 
of trade the rise in the price of silver was sufficient to destroy our 
system. If the rise had occurred, not during the war but before 
the war, the collapse of the gold exchange system would have been 
as complete as it was during the war. It should be recognised that 
the collapse of the gold exchange system was due, not so much 
to war causes, as to the simple fact that^ the price of silver rose 
above the bullion par of the rupee. 

When the price of silver rises so that the intrinsic value of 
the token coins exceeds the face value, the gold exchange system 
can be re-established either by raising the, gold par. or by debasing 
the token coins. The majority report of the B a bino j:Qa -Sm ith 
Committee, appointed by the Secretcury of State in May, 1919, 
to consider the Indian currency situation, recommended the raising 
of the exchange value of the rupee to ^s. (gol4) - The chief objec- 
tion to the reduction in the weight or fineness of the rupee was that 
it would “ react gravely on the credit of the Government and 
pifossibly lead to serious social and economic consequences.”* The 
2s. rate was chosen as the Committee believed that if the exchange 
value of the rupee was fixed at a figure lower than this, the rupee 
could not be established as a token coin. The price of silver 
throughout 1919 was high and in February, 1920, it reached the 
high water-mark of and it seemed probable that for many 

years to come it wouf^Temain at a high level. Recoinage being 
impossible, a stable gold exchange standard could be ensured only 
by raising exchange, and raising it enough to make the rupee safe 
from the melting pot. 

Indian press comment on the recommendations of the majority 
report of the Babington Smith Committee was unfavourable. The 
effect of a high exchange in stimulating imports wa.s one of the 
chief grounds of objection to raising the exchange value of the 
rupee. 


^ Para. 3S of the Reports 
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In SO far as a high exchange encouraged imports, it would 
favour the British manufacturer ai?the expense of his Indian rival. 
“ High exchange,” said Mr. Aniscough, “ places the British manu- 
facturer in a more favourable condition vis-a-vis his competitor in 
India. On the whole, therefore, his meterial interests would appear 
to be best served by the fixation of exchange at as high a rate as 
may be possible under the circumstances. ”t 

The report of the Indisin Currency Committee was well- 
received by the British press, as may be judged from the following 
extract from an article on “ Trade and the New Rupee Basis ” 
in the Times Trade Supplemertt of February 7, 1920. 

, . " Apart from the possibilities of international action, the hope 

of arresting sterling depreciation lies in increasing production in the 
United Kingdom, with consequent large shipments abroad, so that 
our former position as a creditor country may be ultimately restored. 
TTie immediate effect of the new sterling rate of rupee exchange 
should be that of stimulating our exports to India, while restricting 
our purchases therefrom. The report of . the Committee referred 
to in detail elsewhere naturally avoids laying great stress on the 
point, but it is one which appeals to pur manufacturers, as is shown 
by the favourable opinions with which the recommendations have 
been received in the industrial North.” 

The Government accepted the recommendations of the 
majority report of the Babington Smith Committee. The attempt, 
however, to main}aittexdbange..at2g - succeed. 

The history of our exchange during ,1920 'may be divided into three 
periods: — 

(a) From the adoption of the report of the Babington Smith Committee 
in February to June 24 when Government lowered the rate to Is. 11 19/32d. 
for Telegraphic Transfers and Is. 11 13/16d. for Deferreds. 

(b) From June 24 to Septembe r 2Q when Government withdrew the sale 
of Reverse bills. 

(c) The period of uncontrolled or free exchange aft er September 28. 

(a) The adoption of the report of the Babington Smith Committee 

raised the rate of exchange from 2s. 4d. to 2s. IQYzd. In order to maintain 

t P. 38 of Mr. Ainscough^s Report on the Conditions and Prospects of British 
Trade in India at the close of the JVar. 
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the 2s. (gold) ..rate, it' was , decided to fix the rates for Reverse Councils, .ir. 
•accordance with the ratio of Rs. 10 to the sovereign, making allowance for the 
depreciation of sterling on the basis df the latest rate for the dollar sterling, 
exchange. Immediate Telegraphic Transfers were sold on 5 th February at 
2s. 8-1 5/1 6^. at the following sale the rate was raised to 2s. 10-2 3/ 72d. 
As the Government rate was higher than the market rate the amounts offered 
at these and subsequent sales were largely over-subscribed. The Comptroller 
of Currency in his report for 1919-20 says: — 

\^e!n at the commencement of February the rate for Reverse Councils went 
to 2s. 8-l5/l5d,, the market rate for Telegraphic Transfers on London was quoted at 
2s. these rates an overwhelming demand for sterling remittance arose and 

the Reverse Councils sold were insufficient to bridge the gap betwen the demand for 
sterling remittance and the demand for remittance to India/’ 

On February 19, £2,000,000 was offered at a difference of about 
over the market rate; the applications were for no less than £1,2*2333,000. 
In March the difference between the Bank rate for Telegraphic Transfers 
and the official rate was about 1 Yid, and applications fell off to £56,295,000. 
The difference fell to about one penny in April, but by the middle of May 
it had increased to 4 15/32 d. and applications were again received for more 
than £122,000,000. At the sale on 1 5th June, for a third time, while 
£l ,000,000 was offered, tenders were received for upwards of £l 22,000,000, 
the difference between the Government rate and the market rate being more 

^^LTaving regard to the fall in the market rate for sterling Government, 
l|as stated above, lowered the rates to js^^JJ-19/32d. for Telegraphic 
!| Transfers, and Is. ]l-13/16d. for Deferreds, on June 24. They frankly 
abandoned the attempt to maintain exchange at 2s. (gold), considering it 
hopeless. According to the Currency Committee the rate for Immediate 
elegraphic Transfers on London was to be based on the sterling equivalent 
I of 1 1 *3301 6 grains of fine gold as measured by the prevailing dollar-sterling 
: exchange, equivateit was 2s. 5d. per rupee,, while the new Government 
rate was Is. li-19/32d. 

(b) The weekly offer of sterling drafts on London continued till the 
end of September, when the Government withdrew the offer, not without 
“ reserving to themselves the right of resuming these sales should circumstances, 
in their opinion, at any time subsequently render resumption expedient.** 

( Thus ended the attempt of the Government to stabilise exchange in 
accordance with the recommendatioris of the Babington Committee. 

From January to September, .|92^ Reverse bills to an amount of 
£55, 000,0.(l|0 were sold, which figure constitutes a record in the annals^ of 
ourfinance. i he bills were^ sold at, rates which very often were absurdly 
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cheap compared with the iparketj^alue (The TimeSt London)* “.The 
/' favoured allotments of the bills/" in^e words of the Indian trade corres- r 
pondent of the M anchcsicr Guardian Commercial “ became a very grave 
^ scandal*"*,. 

, (c) Excha,nge fell, rapidly in October (1920). The situation was 
■tersely summarised by. a Calcutta merchant who, when questioned by a corres'-: ,;, 
pondent of an English financial paper, said that there was no exchange. 
To support exchange Government ,raised the embargo on the export , df wheat 
from October, 1920, til! March, 1921. A total export of 400,000 tons 
was allowed. There was, in 1919-20, as compared with 1918-19v au 
increase of 26 per cent in the area under wheat, and of no less than 34 
per cent in the yield, which was estimated at 1 0,092,000 tons. The wheat 
exports, however, did not exercise any perceptible influence on exchange. 
On 28th December, 1920, the rate for Telegraphic Transfers was Is. 5J. 
per rupee, and it continued to fall until on March 9, 1921, only 15d. could 
be purchased with a rupee. Then it rose a little, but throughout the remain- 
ing eight months, till the end of the year, it remained a little below | s. 4d. 
sterling (about 1 3. J. gold). ^ 

The entirely unexpected fall in exchange involved onx l I 
importers in serious losses and many of them refused to meet their 
<^,ligatiqp§^ What a fall in exchange means to importers may be* 
shown by an example. At 2s. goods of the value of £1,0(X) are j 
worth Rs. 10, OCX). When exchange falls to Is. 4d., Rs. 15,000 
must be paid to take delivery of the same goods— a loss of Rs. 5,000. 

It is not surprising that many importers tried to back out of their 
contracts. Faced with bankruptcy, they cancelled the purchases 
they had made. 

The action of our importers in refusing to meet their obligations 
cannot be defended, but in many cases such refusal was due to 
real inability to pay. It should also be remembered that Govern- 
ment had accepted the recommendations of the Babington Smith 
Committee, and attempted to stabilise exchange, as we have seen, 
first at 2s. gold, and then at 2s. sterling. In these circumstances 
it was natural for people to think that exchange would not fall below 
2s. sterling, and when exchange fell below that rate they thought 
Government was to blame for it. 

The fall in the rupee was accompanied by a fall in the price 
of silver, and there was a close connection between the two move- 
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meats. The year 1920 will rank as one of the most eventful years 
in the history of silver and of the rupee. As we have seen, it saw 
the rise of the rupee to the highest level ever recorded during the 
last 75 years, and an equally sensational fall. The price of silver 
also varied between very wide limits in 1 920, 89 ™ February 

and 38J/gd. in December. The price of silver exercised an 
important influence, not only on the rupee but on the currencies of 
other Eastern countries. For example, the highest quotation for 
the Hongkong Dollar in London in February, 1920, was 6s. 2d. 
and the lowest in December, 2s. 1 1 J.; similarly for the Shanghai 
Tael, the highest quotation in 1920 was 9s. 3d. and the lowest 3s. 
lOJ/^d. The rise in the price of silver re-established the connection 
between the exchange value and the bullion value of the rupee which 
had existed before 1893, and when the price of silver fell, the 
exchange value of the rupee fell with it. The fall in silver is 
attributed to the cessation of the Chinese demand, the absence of 
purchases by the Indian Government and the absence of buying 
by the European mints. During 1920 France and her partners in 
the Latin Monetary Union melted down and sold practicsilly the 
whole of their silver cunency. A certain section of the British 
press held France responsible for breaking the Eastern exchanges. 

The accompanying chart shows the exchange value and the 
bullion value of the rupee from 1873 to 1932. It vnll be seen 
that the fall in exchange from 1873 to 1895 was in consequence 
of the fall in the bullion vsilue of the rupee. From 1895 to 1898 
exchange rose, and from 1898 to 1915 it remained stable at 16d. 
During the whole of this period the price of silver exercised no 
influence on the movements of exchange. But the connection 
between exchange and the bullion value of the rupee was reestablish- 
ed during the War when the price of silver began to rise rapidly. 
The two curves move in the same direction in the years 1915 — 1 922 ; 
then they again sepsirate. 
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> Price of Silver, 1873— 

■1936 
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22-02 
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19-26 
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50-56 
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18-14 
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48-63 
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17-94 

45-38 
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17-28 
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15-93 
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16-34 
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16-16 

24-38 
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16-38 
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Exchange and Price of Silver, 1873 — 1936 — ( Conid .) 




Exchange d. 

Silver d. per oz. 

Bullion value of 



per Re. 


the Re. d. 

1910 


16-31 

24-63 

915 

1 


16-31 

24-56 

9-13 

2 


16-34 

28-03 

10-42 

3 


16-38 

27-56 

10-24 

4 


16-38 

25-31 

9-41 

5 


16-31 
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8-8 

6 


16-50 
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11-63 

7 


17-06 
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15-19 

8 


18-25 
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17-67 

9 


22-09 

57-06 

21-2 
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2 


15-85 
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3 


16-38 

31-94 
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4 


1 7-63 

34 

12-63 

5 


18-44 
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11-94 

6 


18-25 

28-69 

10-66 

7 


18-13 

26-03 

9-67 

8 


18-34 

26-75 
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9 


18-34 

24-44 

9-07 
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1806 

17-69 

6-56 

1 


18-25 

14-59 

5-42 

2 


18-98 

17-84 

6-63 

3 


18-156 

18-156 

6-74 

4 


18-189 

21-219 

7-88 

5, 


18-279 

29-0 

10-77 

6 


18-219 

20-063 

7-44 

iVolcs.'—Exchange on London at four months' 

sight; from 1873 to 

1884 at six months* 

t. Yearly average. 

Price of silver in London per standard oz. 

Yearly average. 


(Source : Statistical Abstract for British India.) 

of fine silver. 

When the price of silver in London is 43 J. per oz. the value of the metallic co(n!enl 
of the rupee is 1 5*979 J. (making no allowance for cost of reduction to bullion). 
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4. The Gold Bullion Standard 

We have seen that the attempt to stabilise exchange at 2s. 
failed in 1920. Soon after the publication of the Report of the 
Babington-Smith Committee economic conditions began to change 
so rapidly as to make the proposals of the Committee regarding 
exchange stabilisation imparticable. There was in the first place, 
as we have seen, a rapid and unexpected fall in the price of silver, 
and in the second place, the beginning of a heavy fall in commodity 
prices all over the world. 

The rate of exchange for Calcutta Telegraphic Transfers on 
London (average of daily rates) was 2s. Od. in 1920; it fell 
to Is. 4d. in 1921 and Is. 3d. in 1922. Exchange 
gradually rose after July, 1922. The average of daily rates for 
each month of the year 1922 was less than Is. 4d.; but in 1923 
it never fell below that level, and in December, 1923, it exceeded 
Is. 5d. The average rate was Is. 6d. for the first nine months 
(January to September) of 1925, _ In August, 1925, a Commission, 
with Mr. Hilton- Young as President, was appointed to examine and 
report on the Indian exchange and currency system and practice. 
This was the second Royal Commission, as the Babington-Smith 
Committee was the third Committee, which, since 1 892, was 
called upon to make proposals regarding Indian currency reform.^ 

The Currency Conunission recommended the adoption by 
India of the gold bullion standard. The gold exchange standard 
was definitely condemned by the Commission as unsatisfactory.! 
We have the important admission that the gold exchange standard 
does not work automatically, and that it is not elastic. “The 
automatic working of the exchange standard,” says the Report 
(para 16), “is thus not adequately provided for in India, and 
never has been " (italics mine). Th e Report Refers to “ the 


^ ^ urrencj; CommiUet or CQmmmion 

Herschell Committee ■ ■ 

^2. ' Fowler Committee ' . . , ' 

/3. Ckamlxsrlaisi Commissioo ' 
Babington-Smith Committee 
Hilton- Young Commission^ ... 
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absence of contraction on occasions when the currency authority has 
had to sell sterling exchange-” In 1920 the consequences of this 
were “ disastrous.” And the Report adds : 

“There must ever be danger of such disaster under a system which 
does not automatically enforce contraction of internal currency concurrently 
with the depletion of Reserves.” 

These remarks would undoubtedly be read with interest by 
certain official apologists who, like Mr. Findlay Shirras, regard the 
gold exchange system as an “ improved gold standard,” as “ a 
system of money which has become and must become increasingly 
popular,” and who were lost in admiration of “ the beautiful elas- 
ticity of our currency system.”^ 

The main recommendations of the Currency Commission may 
be briefly summarised as follows;— 

When the jqld , bullion standard is introduced, the currency 
will consist of silver rup»ees and notes, which will be directly con- 
vertible into gold bullion. There will be no gold in circulatiqn. 

The paper currency will cease to be convertible by law into 
silver com (para 69). ^ - 

The chief feature of the gold bullion standard is the converti- 
bility of token money directly into gold bullion for, all purp oses. 
The Currency Commission attached great importance to it. Under 
the old system paper money was convertible by law only into silver 
rupees, which are themselves token coins. By making notes 
convertible by law into gold bars for all purposes, “ a more solid 
right of convertibility is attached to them than they have ever had 
since silver ceased to be a reliable standard of value (para 69). 
Para 61 of the Report states: 

4 ., 4 ' 

^Indian Finance and hanJ^ing 1920, p. 37. 

** The ladiaa currency system of to-day is, however, quite as automatic as it was 
previous to the closing of the Mints to the free coinage of silver.” {Daiias Report 
on prices, para 228). 

The Chamberlain Commission of 1914 denied that the gold exchange system gave 
India an artificial and managed currency.” “It is not in fact possible for the Govern- 
jaent of India,” says the Report of the Chamberlain Commission (para 66), ” to mani- 
pwlafee dse currency, and they cannot add to die active circulation of die currency 
exospt in response to public demand.” 
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For the purposes of India this standard ■ [gold bullion .standard] 
foilils the essential condition, that it should be not stable only, but simple 
and certain. It provides the token currency with a right of convertibility 
that is intelligible to the uninstmcted, and with,, a. backing that- is tangible 

This recommendation of the Currency Commission has been 
misunderstood. It Jhas J^en thought that under the gold bullion 
standard token money will be freely convertible into gold,, not 
merely for export, but for internal purp oscjs. It weis easy to make 
this mistake; for the “ iminstructed ” could not be expected to see 
the “ tangible and visible ” backing of the token currency, unless 
token money was freely convertible into gold for internal use. 

In theory token money, under the gold bullion standard, will 
be convertible into gold for all purposes; in practice it will be 
convertible into gold only for export. 

In para 64 of the Report it is explained that gold will not be 
sold by the currency authority cheaper than the market ratg. The 
wholesale bullion market which exists now is not to be destroyed. 
If the currency authority were compelled to sell gold at a price 
exactly corresponding to the par value of the rupee (r.e., cheaper 
than the market rate which includes the cost of import) , the conse- 
quences will be serious: — 

“ Apart from practically destroying the wholesale bullion market, the 
currency authority would inevitably become involved in the performance of 
a task which does not properly belong to it. Its primary duty of maintaining 
the monetary unit at parity with gold would be made far more difficult. 

Now suppose that a large amount of gold was wanted for 
internal use and the gold reserves of the Bank began to disappear. 
To meet the loss of reserves owing to an internal drain the Bank 
would be forced to restrict credit. This, says Schedule I, “ would, 
have highly injurious reactions on the internal econoipy of India, 
and should consequently be avoided.” Therefore, ' 

^Schedule I is even more explicit: 

“Tke reserves,” it says, “exist to assure the maintenance at parity with gold of 
the purchasing power of the monetary unit, i.e., to meet purely monetary needs. It 
is evident that if they can be drawn upon in the ordinary course to satisfy non-monetary 
purpose to anything but a minor extent, the Bank s primary task, to maintain the 
externa! value of the currency, will be jeopardised.” 
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“ It is required so to frame the Bank’s obligation to sell gold as to 
/make it unprofitable for gold to be bought from it except in circumstances' 
^ih which it would be profitable to do so for purely monetary purposes.” 

“ The purely monetary purposes ” referred to in Schedule I 
relate to gold for export, and not to gold given for hoarding 
or for making ornaments. Gold bullion cannot be used for the 
purpose of circulation within the country, and it is used for monetary 
purposes only when it is sent abroad in settlement of foreign 
obligations. 

It is thought that even when the balance of trade is in India’s 
favour (and consequently, the rate of exchange above Is. 6d.) 
the currency may need to be contracted, and the Reserve Bank 
must sell gold to the public in order to reduce the volume of our 
token currency. This is not how the Currency Commission have 
argued. In para 115 of the Report they state: 

“ And if the exchanges are stable, and keep within the upper or lower 
gold points set by the fixation of the price at which the Reserve Bank under- 
takes to buy and sell gold, it will not be called upon either to buy or sell 
Igold.” 

j The Reserve Bank will be called upon to sell gold only when, 

f , , . - ' " ■ ■■'■■■■■ '' ■■■'■' 

as the result of ah adverse balance of trade, the exchanges turn 
against India. 

It should be clear that so far as the ordinary holder of ru{>ees 
or notes is concerned, he would not be able to convert them into 
gold. When he wants gold he must buy gold in the bazar, as 
at present. 

It will be seen that from the point of view of convertibility 
there is no fundamental difference between the gold exchange 
system and the gold bullion standard of the Currency Commission. 
The essential featoe of both is that the internal currency consists 
of token money, which is convertible into gold for the payment of 
international indebtedness.* 

^ ** In applying Ricardo’s proposals to India/* wrote Mr. Lindsay, little modificatioa 
is sieccssary either of the prc^osals or of Indian currency arrangements* The only 
change in the proposals will be die substitution of sterling money for gold bars, and 
rupees for paper money.” (Ricardo’s Exchange Rcmed-^ by A.M.L., p. S.) 
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For the satisfactory working of the gold exchange system 
it is not essential that notes should be printed on silver. When our 
paper money ceases to be convertible into silver rupees, we shall 
have what is regarded as the “ ideal ” currency system, that is, a 
currency system in which the internaf'currency consists of paper, 
convertible into gold for the settlement of foreign obligsitioas. Para 
56 of the Report says: — 

“ It is argued by many who advocate the introduction of a gold currency, 
that a token currency of notes inconvertible for internal purposes is the ideal 
end towards which India should work. The scheme outlined below carries 
India very far along the road towards that end ” 

A Memorandum* on a gold standard for India was submitted 
to the Commission by Mr. H. Denning, Controller of Currency. 
The Memorandum represented the result of discussions between Sir 
Basil Blackett (Finance Member, Government of India), 
Mr. McWatters (Secretary to the Government of India, Finance 
Department) and Mr. Denning, but it was not put forward as an 
expression of the views of the Government of India. 

The main defects of the pre-war currency ,wd exchange 
system, discussed in the Memorandum, were as follows: — ■; 

The currency system was liable to break down, as 
it actually did during the war, when the price of 
silver rose above the bullion par of the rupee. 

(b) The rupee was linked to sterling only, and the system 

ceased to be a gold exchange standard as soon as 
sterling depreciated. 

(c) The Government were under no statutory obligation 

to sell gold or gold exchange at a fixed rate at a 
time of exchange weakness. 

When Reverse . Councils, were sold. Government 
could arrange by borrowing from the Gold 

:;>u. 

Dr. Edwin Cannan, in Ibis evidence before the Currency Commission* thus com- 
mented on the difference between the gold exchange system and the gold bullion slandardL 

I think when you get on to the bare bones of the gold exchange system there 
is very little difference between the two; some people say that this country [England] 
is on a gold exchange standard system now/’ Evince Vol. V, P. 162, Q. 13,210. 

* Appendix io ihe Currenct? Heporl, 1925-26*11, 43. 
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;t, 




' ” r5^.-Mi.;iuXA*-.'r%\’'''4.,«4s^^ 

■ -'CJtanCiard itieseive to meet sterimg payments 'om 

IlT"* •“'-'" account of the Reverse Councils without affecting 
, w 5 'A.%f-i-\ML the amount of currency in circulation. The circula-, 


' t" 

i.« % Aa's *'" * ^ tion, thus, was not automatically reduced, but such 


X h'AC -**‘'' ■*’*•• 


decrease depended on the action of Government. 
This is shown by the following statement:— 


Years. 

1907-08-09 

1909-10 

1914- 15 

1915- 16 
1918-19 
1? 1.9-20-21 


Amount of 
Reverses sold. 
£ 1000 . 
8,058 
156 
8,707 
4,893 
5,315 
55,532 


Rupees received Amount of contrac- 
tor Reverses sold. lion effected. 


Rs. LakKs. 
12,16 
24 
13,16 
7,38 
7,08 
47, 1i 


Rs. Lakhs. 
12.16 
Nil 
1,05 
34 
Na 
34M 


(e) The effective regulation of me money market was 
impossible as the currency and the banking reserves were controlled 
by different authorities, the former by the Government and the latter 
(in so far as it was controlled at all) by the Imperial Bank. 

It is admitted in the Memorandum that defects (b) and (c) 
could be completely remedied even under the gold exchange 
standard by imposing a statutory obligation on the currency authority J 
*! to buy and sell gpld and gold exchange at fixed rates. As regards 
the other defects, while the management of the note-issue can bes. 

- handed over to a Central Bank, so long as the ruppee is the 
principal form of money and unlimited legal tender, a separate, 
reserve must be maintained by Government to provide against a / 
* return of rupees from circulation ; the entire system must als o r ema in^ 
exposed to the danger of a rise in the price of silver. The two 
delects (aX and (d) ceui Be remedied only by the adoption of 
the gold bullion standard or the gold standard with a gold currency 
in circulatlcai. The Memorandum thus comments on these 
alternatives: — 

"Undoubtedly the ideal to be aimed at is the system now in force 
in Great Britain, under whkh the note is the s^e |e^l tender in circulation, and 
the gold value of sterling is stabilised by the statutory obligation imposed 


/ 
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on the Bank of England to buy and sell gold at rates corresponding roughly to 
the par of exchange. is impossible, however, to hope, that conditions in 
India will for generations be such that a full legal tender metallic currency 
will be no longer necessary. If therefore a gold currency is not introduced, 
defects in the Indian currency and exchange system must, remain indefinitely. 
There is, moreover, reason to suppose that the introduction of a gold currency^ 
would hasten the attainment of ideal system* as the fact that notes were|| ^ 
converlitie into gold and not merely into an .overvalued silver coin would tend 
to increase confidence in the note-issue and to decrease the demand for 
metallic curency. T he conclusion is t hat the only way of remedying all the 
defects in^ the system w ithin a reaso nable period is bv establishing a gol d 
standard with a gold currency in circulation/* 


A practical scheme for the introductioE of the gold currency 
standard by stages was outlined in the Memorandum, The estp 
mated amount of gold required for the purpose, wa$^ 1 03 fflilions ; / 
of this amount £15 millions was required at the time of the initiation ^ 
of the first stage, a further £35 millions within a year, and the 


remainder over a period of ten years.* , i 




n.g.,A^ i- ^ 

The scheme was rejected by the Currency Commission. <,.1 






1 ^, 


The Government accepted the main recommendations of the 
Currency Commission, and in 19^^ the exchange value of the 
rupee was fixed at !8d. gold. | 

The question of a gold currency is no longer a practical one. 
But it is a fact that India would prefer an automatic system of 
currency, based on a circulation of gold coins, to the gold bullion 
standard of the Hilton- Young Commission. "A genuine demand 
for gold for currency purposes existed in India before the War. 
After the sovereign became legal tender (1899) the import and 
absorption of sovereigns into circulation increased rapidly, and 
official inquiries showed that the sovereigns were used as money. 

The attitude of the people of India towards gold is different 
from that of their Government. This is shown not only by the 
Government view of gold exports but by Government currency and 
exchange policy between 1901 and 1920. 

The gold exchange standard was recommended for India by . 
Mr. Lindsay chiefly on the ground that un^gr.ili« sys^ fetp the 
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demand for gold is reduced to a minimum. On page 1 2 of 
hrs" pamphlet "entrtTed Remedy (1892), 

Mr. Lindsay thus explains the advantages of the gold exchange 
system. 

“/n this mat? a gold standard might be established in India 
Teithout risk and considerable profit to the State and the Bank of 
England, and vnth advantage Jo the London money market 
There tsould be no increase in the demand for gold, and little 
decrease, if any, in the demand for silver.” 

'jfs ' . 

The main object of the sale of Council Bills by the Secretary 
of State for India in excess of the Home Charges was to reduce 
Ae movement of gold from England to' India.* Again in 1920, 


^ Mr, O. T. Barrow» who gave evidence before the Chamberlain Commission as 
the representative of the Government of India, frankly told the Commission that it was 
“ desirable to check the excessive importation of gold into India.” if gold was allowed to 
come to India, it would be used for currency or for hoarding. In either case, said 
Mr. Barrow, ** if it went into the country and stayed there, it would mean a further drain 
of gold from England. It must mean a further drain, whichever it is.” 

Another witness, Mr. W. B. Hunter (of the Presidency Bank of Madras), who 
gave evidence before the same Commission, thus replied to Sir James Begbie’s questkm 
regarding the Council Bill system: — 

Q. — ^You also favour the Council Bill system with the object of reducing the 
movement of gold coin from Europe to India? — This is so, 

Q.: — Your object is to prevent gold coin coming into India ? — To prevent un- 
necessary gold coin being withdrawn from London at times of pressure, as I hold that 
a tight money market reacts on the Indian export trade. 

Q.— Your object is to prevent disturbance of the London money market? — ^That 
is my chief object 

Q. — You propose to achieve that by sale of bills in London to the extent that 
would he suSlcient for that object ?-~yes. 

Mr, Lindsay before the Fowler Committee of 1896; 

Q.---3593. Do you think this [gold currency for India] would, under the cir- 
cumstances, lead to an injurious appreciation of the standard of value? — i think, myself, 
that the two uses of gold combined, for hoarding and for internal circulation, would 
be so enormous that it would create a serious disturbance in the London money market. 
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one of the reasons for fixing the exchange value of the rupee at 2s. 
(gold) was to lessen India’s demand for gold.^ 


Net Imports of Gold, 1855-56 to 1937-38 


Year.t 


Lakhs. 

Year.t 


Lakhs. 

1856 


. . 2,51 

3 


. . 4,93 

7 


. . 2,09 

4 


. . 5,46 

8 

; ' 

. . 2,78 

5 


. . 4,67 

9 


. . 4,43 

6 


. . 2,76 

1860 


. . 4,28 

7 


.. 2,18 

1 


. . 4,23 

8 


. . 2,99 

2 


.. 5,18 

9 


.. 2,81 

1863 


. . 6,85 

1890 


. . 4,61 

4 


. . 8,90 

1 


. . 5,64 

5 


. . 9',84 

2 


.. 2,411 

6 


. . 5,72 

3 


..—2,81 

7 


. . 3,84 

4 


64 

8 


. . 4,61 

5 


. .—4,97 

9 


.. 5,16 

6 


. . 2,53 

1870 


. . 5,59 

7 


. . 2,29 

1 


. . 2,29 

8 


. . 4,91 

2 


. . 3,56 

9 


. . 6,50 

3 


. . 2,54 

1900 


. . 9,44 

4 


.. 1,38 

1 


84 

5 


.. 1,87 

2 


.. 1,94 

6 


.. 1,55 

3 


.. 8,76 

7 


21 

4 


. . 9,93 

8 


47 

5 


.. 9,70 

9 


.. —90 

6 


46 

1880 


.. 1,75 

7 


.. 14,85 

1 


.. 3,65 

8 


.. 17,37 

2 

. « ■ 

. . 4,85 

9 

. • 

. . 4,35 


***Tlic fear is tliotiglil to exist tliat untier free conciitions India’s absorption of 
gold would diminys die chances open to other countries of obtaining gold to restore 
the value of their iwuficiently backed paper issue. The amount of gold going to 
India would depend on the extent to which silver purchases by the Indian Government 
displace private imports of gold as a means of balancing Indian trade; a higher jprico 
limit would secure a larger supply of silver, thus diminislimg the gold taken by India. 
It follows that the fear of undue gold absorption would, be pro ianio» met by the 

proposal to fix a high rate of exchange, which is recommended below as a protection 

of the masses in India from the effect of high world prices arising out of the War. The 
volume of the currency would still be automatic, but the limits of the Government’s 
control over the proportions of its constituent elements as between silver and gold would 
be extended, pro ianto^ by fixing a higher rather than a lower limit to the Governments 
buying price of silver,” {Memorandum suhmiUed io ihe Indian Currenc}^ Committee of 
1920, hy Mr. F* H. Lucas, Financial Secretary, India Office.) 

f Year ended March. 
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Net Imports of Gold, 1855-5'6 to 1937-38 — (Cmtd,) 


Year* 

Lakhs. 

Year.® 

Lakhr;. 

I9I0 

.. 21.68 

1930 

. . 14.22 

I 

.. 23.98 

1 

. . 12,75 

2 

. . . . 37.76 

2 

—57,93 

3 

.. 34.00 

3 

—65.52 

4 

.. 23,33 

4 

—57.05 

5 

. . 7,65 

5 

— 52,54 

6 

..—1.11 

6 

' —37,33 

■7 

.. 13.24 

7 

—27,85 

8 

.. 25,18 

6 

—16,34 

9 

. .—5,56 


1920 

.. .. 35.33 



1 

-.2,11 



2 

. .—2,86 



3 

.. 41,19 



4 

.. 29.19 



5 

.. 73,93 



6 

.. 34,85 



7 

.. 19,40 



8 

.. 18,10 



9 

.. 21,20 


. 


The 18 J. Gold Rate 


Exchange was fixed at I8d. 

gold in 1927. 

In the light of 


what has happened since then, it is not uninteresting to study the 
case for the 18d. gold rate as presented to the Indian Legislative 
Assembly by the Finance Member of the Government of India. 


The Finance Member advanced I I arguments in support of 
the !8d. gold rate, which are reproduced below ; 

{ 1 ) The Silver rupee has no natural value other than the value of the 
silver bullion which it contains. Any other value than this for the silver 
rupee must be artificial. 

(2) No one ratio for the rupee can possibly be permanently more 
advantageous for India than another. The question is not and never can 
be whether one particular ratio, say. Is. 6d., is permanently more advantage- 
ous for India than some other ratio, say Is. 4d. or 2s. 

(3) Al! arguments based on the belief that.|he fixation of one particular 
ratio is definitely and permanently advantageous or disadvantageous to ihh 
or that interest are entirely irrelevant. 

^Y«ar caded Mtrdi. 
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(4) A rising rale of exchange tends temporanly to assist imports and 
dkcourage exports* but this , tendency is often counteracted, in whole or in 
part, by moremenl in world prices, as happened in the case of India from 
1922 to 1925. 

(5) A falling rate of exchange has the opposite tendency. But this 
again is ■ often counteracted by external causes affecting the level of prices, 

(6) A ffucitialing rate of exchange restricts the volume of trade and 
commerce and subjects both the producer and the consumer to losses without 
necessarily profiting the middleman who is often unwillingly made a speculator 
when he w^ould prefer to do safe business. 

(7) A stable exchange is what everyone wants and is to everybody’s 
interests. 

(8) In considering the fixing of the ratio at the present time, the first 
queslion must be “ Is the time ripe for fixing the ratio"*? The Currency 
Commission are unanimous in saying that it is. 

(9) The only other relevant question is: “ At, what ratio can stability 
of exchange be most easily and quickly secured *" ? The Commission are 
unanimous on this point also. 

(10) The Commission are unanimous in saying that if prices have 
adjusted themselves in a preponderant degree to the ratio of Is. 6d., it is 
in the interests of India that the ratio should be fixed at Is. 6d. 

(!!) If it is accepted that the time is ripe for stabilishing the rupee, 
the only point open to argument is whether prices have adjusted themselves 
in a preponderant degree to the Is. 6d. ratio. This is a question of fact 
to be examined as such. 


We may accept points (I), (6) and (7) without discussion. 
The gold value conferred on the rupee was wholly artificial, and, 
other things being equal, a stable ■ exchange is better than an un- 
stable exchange. 

Sir Basil Blackett’s explanation of points (2) and (3) is so 
interesting as to deserve reproduction. ■ 


** Nothing is gained^ by the Indian" exporter or anyone else if he 
receives in payment for what he sells a larger number or rupees of less 
value instead of a smaller number or rupces of' greater value, if the gold 
or coauBodity value of whalJie receives remains unaltered. This is exactly 
what ha|>pens, as the following analysis will diow: 

A sells produce with a world market or destined for export for 
1333 rupees with exchange at Is. 6d. lof; which, if exchange were Is. 


ll\m4.BErcmE AND SINCE THE € 
le- W 0 «ld get Rs. 1,500. The contentioE is that he loses 167 rupees owing, 

to ..exchange being at Is. 6d. 

But it is agreed by all that under a gold standard the only thing that 
matters is the gold value of the money which a man gets for what he sells 
and pays out for what he buys. Tt is important to remember that though 
for convenience we talk of stabilising at' Is, 6d. w,hat we mean to do is to' 
fix the gold value of the rupee at 8*4751 grains per rupee. The habit of 
talking of the rupee in relation to its sterling value is responsible for more 
than one fallacy in the Currency League’s propaganda. The theory of a 
gold standard is that all money transactions take place either in gold or in 
legal tender notes or coins with a fixed gold value, and all prices are gold 
prices. Now, with the rupee at Is. 6d., the rupee has a value equal to 
8 Vi grains of gold. With the rupee at Is. 4d., the rupee has a value of 
7Vi grains of gold. I ignore the decimal points for convenience. Now our 
friend A at present with the rupee at Is. 6J., receives 1,333 rupees, each 
worth 8Vi grains of gold. With the rupee at Is. 4d., he receives 1,500 rupees 
each worth 7 Vi grains of gold. A simple sum in multiplication will show that 

in each case he receives rupees worth exactly the same amount in gold, vfo., 
approximately 11,300 grains of gold. If A desires to spend the whole 
of his rupees in buying gold, he gets exactly the same amount of gold 
whatever the exchange rate, since all val«es under a gold standard are gold 
values, determined, that is, by the value of gold, the rupees he receives in 
either case give him exactly the same power of purchasing commodities 
whatever the commodity he desires to purchase. (An Honourable Member: 
** Question *’). It is easy enough to question arguments but it is difficult to 
question facts.” 

The Honourable Member who interrupted the Finance 
Member was evidently not satisfied with the explanation. Not 
would any student of economics. The ^ fact * mentioned by the 
Finance Member cannot be questioned. The gold value of 1 ,500 
rupees, wrhen exchange is 16d. gold, is equal to the gold value of 
1 ,333 rupees when exchange is 1 8d. gold. In both cases the 
rupees received by the cultivator are worth approximately 1 1 ,300 
grains of gold. If no further questions are asked, the cultivator is 
neither a gainer nor a loser by the fixation of exchange at the higher 
or the lower figure. 

But when the cultivator receives 1,500 rupees (instead of 
1 ,333 rupees) in exchange for his produce sold at 1 6 J, gold, does 
he say to himself The extra 167 rupees mean nothing to me* 
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for the gold value of Rs. 1,500 at 16d. is just equal to that of 
Rs. 1,333 at 18d.? Is the cultivator in the village interested in 
the gold value of the rupee?” 

The extent to which the cultivator is a consumer of imported 
goods is so small as to be negligible. He consumes kerosine oil and, 
in some parts of the country, a little foreign salt. For the most 
part he dresses in Khaddar, the product of his village hand-loom. 
When he pays an instalment of debt to the mahajan or the co- 
operative credit society, again, he is concerned with the number of 
rupees, not their gold value. 

The gold value of the rupee has little to do with the cost of 
production of crops. The main elements of cost, as we have seen, 
are Government dues and bullock labour. Bullocks are a home- 
grown commodity, whose price is reckoned in rupees. Government 
duK, similarly, are paid in rupees, which is also true of charges 
when paid in cash, for the winnowing or harvesting of crops. 
Finally the cultivator’s implements are, in most cases, indigenous, 
not foreign. 

It would appear that the cultivator is not concerned with the 
gold value of the rupee. Wlsat he wants is a sufficient number 
of rupees to meet his charges. If now he obtains in exchange for 
his produce Rs. 1,500 instead of Rs. 1,333, he is a clear gainer 
to the extent of Rs. 167. After paying Government dues and 
meeting other charges in connection with the raising of crops the 
cultivator would be left with more money in his pocket for his 
personal expenses. 

The cultivator would certainly get the ssime amount of gold 
for his rupees, whatever the rate of exchange was, but it is 
emphatically not true that ” all values under a gold standard are 
gold values Und«: a gold standard all values are not deter- 
mined by the value of gold — only such values are determined by 
the value of gold as have some connection with exports and 
imports. Gold is different from otlier commodities. Owing to its 
great value in small bulk the cost of transportation of gold is small 
and under the influence of a world-wide demand, it moves quickly 
from one country to another. Other commodities move with more. 
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cEfficuIty, But in the present case we are concerned with commo- 
dities which do not move at all. Our plough-bullocks do not enter 
into international trade — there is no competition between them and 
British plough-bullocks. Our village menials, carpenters, shoe- 
makers, and agricultural labourers do not enter into international 
trade either. It may be said that water-rates and the land revenue 
have a gold value in the sense that if the rate of exchange fell, the 
burden of the ‘ Home Charges ’ would increase, and heavier taxa- 
tion would have to be imposed all round. But, conceivably, the 
situation may be met by reducing the Home Charges or economies 
in Government expenditui'e; conceivably more revenue may be got 
out of other sections of the population and the cultivator left alone. 

The view that the level of exchange is a matter of indiffer- 
ence to the cultivator, since all values under a gold standard are 
gold values, is a deduction from the theory of purchasing power 
parity, but it is a deduction made blindly and in ignorance of the 
facts. 

No one with any experience of Indian village life, or of the 
cmiditions under which the cultivator lives and works, would 
seriously maintain, as Sir Basil Blackett did, that more rupees, 
which a lower rate of exchange would give to the cultivator would 
mean nothing to the cultivator since their gold value would be the 
same as that of a smaller sum at a higher gold rate. 

We may now consider points 4 and 5 according to which the 
artificial exchange stimulus to exports or imports is counteracted 
by ‘ movements in wwld prices ’. It would be simpler and more 
to the point to consider adjustments in India to a rismg or failing 
exchange. 

If exchamge is rising, it becomes cheaper to pay for imported 
goods, and imports increase, which may mjure home industries. 
But in the long run, home manufacturers will increase their power 
of competition by reducing costs of production and introducing 
improvements in organisation. The weaker businesses will be 
eleminated; but those which survive will offer effective con^petitiem 
to imports. In the long run, then, when exchange becomes stable, 
the stimulus to imports ceases to operate. 
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In die beginning a rising exchange may restrict exports, but if 
litHne producers of focxi-stuffs and raw materials reduce their costs 
of production, the handicap imposed upon them will be temporary. 

A falling exchange would restrict imports by making them 
dearer. The home manufacturer is benefited thereby, for he can 
charge higher prices for his goods, or undersell his foreign rivals. 
But this advantage will disappear when his wages and other elements 
of cost rise. Similarly, the exporter makes a gain when exchange 
is falling, for he receives a greater number of rupees for the same 
amount of produce exported. But in the long run his costs of 
production will rise. So long as the costs of production do not 
rise, the exporter makes a gain, but at the expense of other factors 
of production. Giving evidence on this point before the Fowler 
Ccanmittee on Indian Currency ( 1898) Dr. Marshall ’ insisted that 
it was incorrect to say that a falling exchange gave a bounty to 
employers and that any stimulus to exports relatively to imports 
W’hich was not accompanied by lending to foreign countries, or 
retujning loans, must necessarily lead to an equal reduction of 
exports relatively to imports. 

When these adjustments are complete, and prices are stabilished 
*it the new gold value of the currency “there is ” as Sir Basil 
Blackett said, “ and can be neither loss nor gain to the producer 
the exporter or any one else.” - . 

When the gold value of the rupee rises,, rupee prices will 
adjust themselves to world gold prices by falling, if the world 
gold prices are stable. If the gold value of the rupee is falling, 
the adjustment will take place through a rise of rupee prices, world 
gold prices remaining stable. 

3 ** Now if my tisc _expor{ trade of a country is conterminous witfi 

uiKlef-lalcre of business enterprise, vAo arc generally employers, and ikat anything 
tbal benefits the employers is a bounty to the ' export ■ industry, then the proposition may 
he conceded* But, as I hold ^at the creditors who finance an industry' that produces: 
lof export ha¥c some share ia the export trade, and that the employees who make the 
fting for export have a very large share— quite as large' a share as the undertaker— 
Wdieg that I do not admit the proposition. If the statement is that a' depreciating 
carrcncy given a hamfy to the «».ployer who is producing for export, I admit it; only, 

I ©dd, the houn.ty is just the same, and at the expense of just the same people, as that 
wHch he would get from a depreciating,, currency if;; he were producing for his home 
»a3rlef, and not for export” 
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The Finance Member did not doubt that rupee prices had 
adjusted themselves to the 18d.. gold rate. If, under such condi- 
tions, there was a turn to a lower rate, say 16d., adjustment would 
mean a rise of rupee prices by W/z per cent, a rise in the cost of 
living by the same amount, and a reduction in real wages by 1 1 
per cent. " Does the House want to reduce by 1 1 per cent the 
real wages of all wage-earners, agricultural and industrial,” asked 
Sir Basil Blackett, “ of all clerks and shop-hands in private 
employ, of postal employees, railway employees, to reduce the 
value of every fixed income by 1 1 per cent?” The answer of the 
House was ‘ No.’ The 1 Sd. gold rate was duly placed on the 
Statute Book. Sir Basil Blackett himself looked forward to the 
future with hope and confidence.^ 

The influences which were expected to keep world prices 
steady ceased to work almost immediately and influences which 
were to lower prices began to make themselves felt. Businessmen 
and traders who were bidden by Sir Basil Blackett to look forward 
to normal conditions generally and expanding opportunities in every 
direction were soon to be overwhelmed by a crisis of extraordinary 
intensity and still more extraordinary persistence. It would seem 
that in spite of the de facto 18d. gold rate. Sir Charles Addis emd 
Calcutta exchange bankers who supported him were right after 
all in thinking that it was open to question whether gold prices 
and conditions generally the world over had sufficiently settled 
down in 1927 to justify the, stabilisation of rupee exchange.® 

2 ** And wKat does tiie admission, dial prices have adjusted themselves in a preponderant 
degree, mean> It means that there is no more reason to-day for disturbing the Is. 6<l. 
ratio than there was for disturbing the Is. 4d. ratio in, say, 1907. It means that we 
have come to the end of a long struggle to restore equilibrium to currency and exchange 
and prices after the war upheaval. It means dhat the supply of currency has beeo 
brought into harmony with the demand at die existing level of prices and internal 
prices into harmony with each other and with world prices. It means that businessmen 
and traders of all kinds can go ahead, once the last remains of uncertainty are removed 
by .placing Is. 6d. on the Statute Book with conSdence and hope to expand their 
activities, to launch out into new and promising ventures, without any fear of seeing all 
dieir bright hopes upset by the vagaries of exchange, and with a prospect of reasonably 
stable prices; also, knowing as diey do that strong Muences are at work to keep world 
prices steady at about the present level, they can look forward to norma! conditions 
generally and expanding opportunities in every direction.’* 

^ In a pamphlet entitled “Indian Currency Reform", published in 1926 the present 
writer pointed out that the fall which had occurred in rupee prices from January t® 
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In fact there had been no adjustment of Indian prices to the 
18d. gold rate in 1925. The evidence on the basis of which the 
Currency Commission of 1925 concluded that adjustment was com- 
plete, was no evidence at all. 

In a study of the price movement in relation to the exchange 
movement, it is alwasrs desirable to investigate the causes of the 
rise or fall in the prices of individual commodities. ' The rise or 
fall of prices is not always due to changes in the rate of exchange, 
and even if the price of a commodity falls at a time when exchange 
•** is rising, the amount of the fail in price being equal to that of the 
rise in exchange, the causes of the fall may be wholly unconnected 
with the rise in exchange. Hence the importance of the study 
of price fluctuations in the case of individual commodities. 

A detailed study of the movements of Indian prices from 
1861 to 1891 was made in connection with the Indian 
currency reform of 1893.^ The subject also attracted the atten- 
tion of a foreign writer. Dr. Paul Arndt, whose work Die 
Kaufkraft der Rupie^ may still be read with interest. At the very 
outset Dr. Paul Arndt says: — - 

September 1925 was in sympathy with the fail in English and European gold prices 
and summarised his conclusions on the question of the I8d. gold rate thus; 

it would thus seem that, on the basis of the information that is available, it is 
impossible to dogmatise, as the Currency Commission have done, about the adjustment 
of Indian prices to the rate of exchange; and if the proposal to stabilise the rate of 
exchange at Is. 6J. gold rests mainly on this supposed adjustment, it obviously rests on 
I a very weak foundation” (p. 63). 

The general conclusion was stated thus: 

” No sensible man in India would insist that the Government should immediately 
proceed to inHate the currency with the deSnite object of raising prices in the country 
above the level of world prices, so as to reduce the exchange value of; the rupee;: to 
Is. 4d. But it is the greatest mistake to think that because Is. 6d. is' the prevailing' rate,', 
little difficulty will be experienced in maintaining exchange at that rate in die future* 

. ■ Let , us gain some more experience of, the Is., 6d. exchange before permanently fixing the' 
exchange value of the rupee at this rate. 

” What I have said in the preceding Chapters must not be interpreted as an argument 
in favour of the immediate stabilization of exchange at Is. 4d.; hut ii h a strong argameni 
for dfaiimg*' (^italics of 1926, p. 83). 

^Papers relating to Changes in the Indian Currencp Spstem, Simla., 1693 pp. 31-52. 

Tuebingen, 1897. Verlag der H. Luapp^schen Buchhandkng. 
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“So far as the available material permits, I shall try to answer 
the question, whether the price level has risen within the 25 years 
in question (1870-95), for each important commodity separatelp; 
it will then become so much easier to recognise the causes to 
which, on the whole, tire fluctuations in prices are to be ascribed” 
(italics Dr. Arndt’s) .® 

Similarly, O’Conor, in his paper on prices, written m 1892, 
undertakes a detailed examination of the fluctuations in the prices 
of articles of import and export, and of wholesale as well as retail 
prices . 

This is the only right and proper method of investigation in 
such a case. It is most remarkable that the Royal Currency 
Commission of 1925 should have recommended the stabilization of 
the rate of exchange at Is. 6d., mainly on the ground that Indian 
prices had become adjusted to the rate of exchange, without having 
considered whether in the case of the larger number of the more 
important commodities such adjustment had taken place. The 
Currency Report does not contain a single reference to the price 
of any article, whether of import or export. 

The Currency Commission confined their examination to a 
study of index numbers of prices. For Indian prices they took the 
Calcutta series of index numbers as their guide; for ‘ world gold 
prices ’ they look an average of index numbers of the United 
Kingdom and the United States. Their examination showed that 
‘from Oct. 1924 to Sept. 1925 there was a rapid and violent 
downward movement of the rupee price level which was not the 
reflecticm of any similar movement in world prices’ (para. 86). 
The conclusbn appeared to them ‘ almost irresistible that the marked 
fall in rupee prices in the first half of 1925 represented largely the 
tendency of those prices to adjust themselves to the rise in exchange, 
the greater part of which had occurred in the preceding year ’ 
(para. 187). 

There is no question about the fall in rupee prices. The 
Calcutta index number fell from 1 76 in Dec. 1924 to 1 58 in Sept. 
1925. But did world gold prices remain stationary during this 
period? 

» Pages 12-13. 
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The course of gold prices in the United States and in European 
countries in 1925 was not the same. While prices in the United 
States remained fairly steady, gold prices in Europe fell apprecia- 
bly. An average of price index numbers of the Board of Trade 
and the Bureau of Labour (United States) is misleading. To 
obtain a general view of world gold prices we must study the 
piovement of gold prices in the more important countries of the 
world. 

The following table shows the index numbers of whole- 
sale gold prices in 1925 in the United States and 14 countries of 
Europe : — 

Ini&naiional Index Nimbers of IVholesale Prices in Cold. 
(1913- 14-= 100). 

The figures have been calculated in the case of each country 
with reference to pre-war prices; they are comparable only in 
regard to their movement. 
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Year 1925 — (Contd.) 
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Wirischafi und Statisiik, Berlin, {published by the Govern^ 
meni Statistical Department), 1 February. Heft 1926. p. 84. 

The index number of the United States for September was 
die same as that for January. But in 12 out of the 14 countries 
of Europe prices in September 1925 were lower than in Janumy. 
The extent of the fall in different cases was as follows : — 

Fall in Gold Prices in September 1925 as compared mith 
; Janmr's 1925:— 
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The index number of Norway in September shows a rise of 
20 points, and of Italy 10 points. The average of the index 
numbers of the 14 countries of Europe fell from 151 in January 
to 145 in June and to 144 in September. In December prices in 
Europe were about 10 per cent below the level of prices in 
January. 

The explanation of the fall in Europe of gold prices in 1925 
is “ increasing economic stagnation m most of the European 
countries in contrast to the favourable conjuncture in the United 
States. Prices had been rising in the year 1924, and the rise of 
prices was partly speculative. The fall of prices in 1925 Weis in 
scune measure due to a reaction against inflated prices, and mainly 
to increased production. The revival of trade in the United States 
raised prices in the month of July in drat coimtry to the level of 
January, but “ increasing depression in Europe continued to 
lower prices in the great majority of European countries. 

It will have to be admitted that the downward movement of 
Indian prices was in sympathy with the world gold prices. In 
these circumstances all talk of adjustment of rupee prices to the 
}8d. gold rate was meaningless. 

Rupee prices continued to fsAI in sympathy with world prices 
after 1925: 

Wholesale Prices (annual. Averages) 



India. 

United 

Kingdom. 

Holland. 

U. S. A. 

Pre-war 

.. lOOfa) 

100(b) 

100(c) 

70(d) 

(1922) 

.. 176 

159 

160 

97 

(1925) 

,. 159 

159 

155 

104 

(1931) 

.. 96 

104 

97 

73 


(a) Calcutta series, July 1914=100 (h) Board of Trade* 
1913=100; (c) 1913=100; (d) Bureau of Labour, 

1926=100. 

^ Wtrischafi md Siaiisiil^r 1 February Heft 1936, |^. S4-B5, 
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Since the rupee was linked to gold it is not surprising that 
Indian prices fell with prices in the United Kingdom, Holland and 
the United States. But the astonishing thing is that when we left 
the gold standard with the United Kingdom on Sept. 21, 1931, 
there was no rise of prices in India corresponding to the deprecia- 
tion of the rupee in terms of gold. Prices did rise at first, but 
tfiey fell agab. From 91 in Sept. 1931, the Calcutta index 
number rose to 98 in December, but it fell to 94 in March 1932 
and 86 in June of the same year. Prices rose in the next quarter, 
fell to 88 in December 1932 and were fairly steady in 1933 round 
88. Throughout 1932 and 1933 the movement of rupee prices 
corresponded almost exactly with that of French gold prices. The 
French index number rose to 87 in March 1932, fell to 79 in 
December of that year and was fairly steady round 79 in 1933. 

If one did not definitely know that India had abandoned the 
gold standard, the evidence of these index numbers would lead one 
to think that the rupee, throughout this period, was linked to the 
gold Franc. 

Roughly the rupee had lost 30 per cent of its gold value. 
Rupee prices under the gold standard were in equilibrium with 
world gold prices and rupee prices, when the rupee had lost 30 
per cent of its gold value were still in equilibrium with world gold 
prices! 

One is forced to the conclusion that under the 18d. gold rate 
there was no adjustment of Indian to world prices. The return to 
the gold standard in 1927 with the 18d. rate was a mistake. 

It is admitted that England’s return to the gold standard in 
1925 with £=4'86 dollars was a mistake. When the gold value 
of the £ rose internal costs and prices failed to adjust themselves 
to world costs and prices. Writing on ‘ Depareciation of the £ and 
movement of internal prices ’ in the Wiftschaftsdient for April 27, 
1934, Dr. E. von Mickwitz said that already in 1926 there exited 
in many countries a considercd>le difference between world and 
internal prices, which increased in the following years, it was this 
difference which led to currency depreciation, which became a 
means of adjusting internal prices to the level of world market 
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p.ices without deflatbn. Dr! E. von Mickwitz regards England" 
a classical example of this. England abandoned the gold 
; andard apparently under the pressure of withdrawal of loans by 
S 'lreign countries, but her real obejct in going off gold was to bring 
about the adjustment of her costs and prices to world costs and 
prices. , ■ 


. ;Pr.. Mickwitz divides the process of adjustment of pap^ to 

gold prices into three stages, in the first stage costs of production 
in depreciated paper rise in so far as it is necessary to import raw' 
material from gold standard countries ; other ccets remain unaltered 
and there is a premium on exports from the papwr standard country 
to gold standard countries. In the second stage internal prices begin 
to rise, though cost of living and wages do not. In the third or 
final stage wages go up, and the export premium disappears. 


If prices go up while wages are stationary, the gain of the 
exporter is at the expense of the wage-earner. When all elements 
of cost are higher than before (including interest), the stimulus to 
export in the shape of currency depreciation will have exhausted 
itself. 


The case of India presents a few peculiarities. As in the case 
of the United Kingdom our exports to gold standard countries are 
at present enjoying a premium. Our prices, as we have seen, have 
not risen. British exports are chiefly manufactured goods, and 
British costs of production are affected by the depreciation of the 
pound in so far as the raw material for British exporting industries 
has to be purchased from gold standard countries. - Our exports 
consist of raw materials and food-stuffs whose cost of production is 
a rupee cost, which is not affected by the depreciation of the rupee 
in terms of gold. Then, as we have seen, hired Icbour is used 
to a very small extent in crop production in our country. Wages 
are a deduction from profits in British industries. In Indian agri- 
culture, mages are profits. The rise of wages in England will be 
the cause of the disappearance of the export premium. But the 
rise of wages has no meaning in Indian agriculture. The dwger 
to our export premium lies not in any rise of wages, but in a rise 
in the cost of bullock labour, or increase in Government dues. A 
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rise of prices will somewhat increase the cost of upkeep of bullocks, 
but Government dues are already high and a further rise may be 
avoided, when prices rise, by readjustments in taxation, or economies 
in Government expenditure. The rate of interest can be controlled. 

Sterling Exchange Standard 

We are at present imder the sterling exchange standard. 
Sterling is the basis of our monetary system, and the continuance of 
this basis has been provisionally assumed in the Reserve Bank 
Act. When the international monetary position becomes more * 
clear and stable, the question of a permanent basis for our mone- 
tary system will have to be considered. H 2,A, 

The Reserve Bank Act provides for the buying and selling 
of sterling by the Reserve Bank, at 18 ®|iod. and 17^®je4d. per 
' rupee respectively. Until a permanent basis for the India mone- 
tary system has been found , the 18d. sterling rate will be maintained. 

The rupee has no fixed gold value at present. But since the 
rupee is linked to sterling, when England returns to the gold 
standard, our sterling rate will automatically acquire a fixed gold 
value. 

In choosing the rate of stabilisation for sterling England will 
be guided by two chief considerations: interests of her exporting 
industries, and the interests of London as the world’s financial 
centre. 

In returning to her pre-War gold parity in 1925 Emgland 
sacrificed the interests of her exporting industrise to considerations * 
of financial prestige. This mistake is not likely to be repeated. 

India is vitally interested in the devaluation of the £, but sbe 
will not be consulted when that momentous decision is taken. The 
gold Value of the £ will be determined (quite naturally) in 
accordance with the requirements of British industry and finance. 

It does not follow that devaluation which suits England must 
also suit India. Our financial responsibilities are not the same as ; 
those of England, and the conditions under which our exports 
, compete in world markets are also different from those of British 
ex|mrts. The devalution of the rupee is a separate problem. 
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In cunency nialLers we have been slavishly following England 
during the past 15 years, forgetting that the economic and finan- 
cial position of India is not the same as that of England. In post- 
War years a policy of deflation was adopted in England with the 
deliberate object of raising the gold value of the £ to the pre-War 
parity. We followed the same policy, and succeeded in raising the 
gold value of the rupee 121^ per cent above the pre-War parity. 
England’s excuse for desiring to return to the old parity v/as her 
position as the leading financial country of the world. No sucht 
considerations compelled us to raise the gold value of the rupee 
above its pre-War gold value. The whole of India protested 
against that mistaken policy, but the protest was ignored. Then, 
on September 21, 1931, England decided to go off the gold 
standard, and we waited till the same day to make the discovery 
that the rupee was over-valued at 1 8d. gold. The discovery would 
have been made much earlier if India had a currency policy of her 
own. 

This is no Indian currency policy. And, if it can be called 
a policy at all, it does not inspire confidence. 

The interests of the two countries are different and it is 
desirable that India should have a currency policy suited to her 
needs. 

Take Australia as an example. She suspended the gold 
standard in December 1929, and some time later depreciated her 
currency 20 per cent below sterling (125 Australian £=100 
£ British). We are not concerned with the exact amount of 
benefit that Australia has derived from this depreciation ; the point 
is that Australia is free to adopt a currency policy which she con- 
ceives to be in her interests. Incidentally, even if Australia has 
failed to materially benefit by depreciating her currency below the 
sterling level, it would be difficult to show that she would have 
gained by maintaining its value 12^2 cent above the sterling 
level. 

The demand for the 166.. ratio. 

A deputation of the Indian Merchants’ Chamber placed the 
view point of the Indian commercial community in regard to the 
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€xchange rate before the Viceroy on January 23, 1939. In view 
of the' demands put forward by eight autonomous provinces, the 
deputation urged the Government of India to fix the exchange ratio 
at 16d. 

In a communique issued on December 16, 1938 the Govern- 
ment of India had already made it clear that they had “no 
intention of allowing a lowering of the present value of the rupee,” 
and that they intended “ to defend it by every means in their power.” 
It was pointed out that the Reserve Bank’s resources were amj^e 
for the purpose. Government felt that it was their clear duty to 
defend the ratio “ in the interests of India generally and the 
cultivator in particular.” The communique added: “In fact a 
I jwcring in the ratio would do no gcx)d to any body except the 
monied and speculative interests who profit from conditions of un- 
certainty and disturbance or who secure an additional but unseen 
all-round increase of IZJ/? per cent in the protection afforded to 
them at the expense of the consumers.” 

In replying to the deputation on January 23, the Viceroy 
repeated the declaration of Government policy in regard to exchange 
which had been made earlier. The Government were confident of 
their ability to maintain the 18d. ratio. Referring to the agricul- 
tural section of the population the Viceroy said: 

“I am satisfied that there is no foundation for the suggestion 
that the maintenance of the ratio has been disadvantageous to the 
agriculturist. I am satisfied, indeed, that to lower the ratio in the 
market conditions, internaturally, of the present day would result 
in no rise that matters in what the cultivator can realise for his 
produce; that it would immediately and sharply increase the cost of 
* what he buys ; and that its effect on the budgetary position of the 
Centre and of the provinces could not but be of a character which 
would injuriously affect the tax-payer, whether urban or 
agricultural.” 

On the same day, on another occasion, the Viceroy referred 
to “ the falling off in the demand for India’s raw products ” in 
consequence of the goal of self-sufficiency pursued many foreign 
" countries, and urged that it was our duty, in the interests of the agri- 
> cultural classes, to make a fuller use of these raw products ourselves.” 
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The Punjab Government did not join the eight autonomoiis 
provinces which demanded the fixation of exchange at 1 6d. The 
reasons were thus stated by the Government: — 

“(0 It is far from certain that the currencies of the world 
have been so stablised as to justify the proposed step. 

“(2) Taking into consideration all the circumstemces of the 
world market we are not convinced that the effect of the devaluation 
will be to stimulate exports and its effect in raising the prices of 
agricultural produce is problematical. 

“(3) The immediate prejudicial results are certain, viz.: 

“ (a) The consumers will undoubtedly suffer from a rise in 
the price of imported goods (an increase in the price of imported 
cloth will be particularly hard on the Punjab) . 

“((’) Sterling liabilities will increase. Our estimated ex- 
penditure in England during the current year is £423,262. If the 
ratio is I8d., our liability would amount to Rs. 56,46,040. With 
16d. ratio this liability will increase to Rs. 63,5 1 ,930, i.e., an increase 
of Rs. 7,05,890. It will have a much greater effect on the Govern- 
ment of India with consequences prejudicial to provincial advances 
and will presumably involve an increase in Central taxation. 

“(c) There will be much speculation in exchange with con- 
sequent harm to trade and industry.” 

^ Meaning of ‘ Devaluation.' 

In the first place it may be noted that ‘ devaluation ’ in this 
connection does not mean permanent stabilisation of the rupee in 
relation to gold. Devaluation of a cmrency means reducing the 
value of the currency unit in terms of gold. For example, the 
United States reduced the fine gold contents of the dollar in January, 
1934 by 4! per cent; the American gold dollar now contains 13'71 
grains of pure gold instead of 23 '22 grains. The 18d. gold rupee 
was equal to 8'475 grains of gold (a sovereign being equal to 
1 1 3 '00 grains of pure gold). The gold value of the 18d. sterling 
rupee is now about 4’82 grains. The gold value of the 16d. sterling 
rupee would be less in proportion, about 4'27 grains. But it is not 
suggested that the rupee should be immediately stablised in relation 
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to gold at the rate of ! rupee=4’27 grains of pure gold. World 
political and economic conditions are not stable enough to Justify 
devaluation of the rupee in this sense. But there is nothing in the 
prevailing instability, whether political or economic, to prevent us 
from lowering the sterling value of the rupee, if such a course is 
otherwise considered desirable or necessary. The rupee would, at 
f6d., remain linked to sterling, but at a lower ratio than the 
present. Its gold value would, as at present, continue to rise and 
fall with the rise and fall in the gold value of sterling. Later, when 
conditions are more normal, we may permanently fix the value of 
the rupee in terms of gold, at 4 % grains of pure gold per rupee 
or more or less. 

A lower ratio may have no effect upon the prices of agricul- 
tural produce, but it would mean more money in the pockets of 
our cultivators, and it will tend to stimulate exports, unless other 
countries raise their tariff walls against us, or otherwise limit their 
demand for our exports. It will be seen what action they take, 
if they take any action at all. 

The Punjab would suffer a loss of 7 lakhs if exchange were 
lowered to !6d. This loss is insignificant as compared with the 
probable gain to our agriculturists. 

The total value of exports of Indian merchandise (private)' 
in 1937-38 was Rs. 181 crores. The share of the Punjab in these 
exports may well have been Rs. 15 crores. Let us put it at 12 
crores. This sum, at 18d. per rupee is equal to £9,(X)0,000. By 
selling goods abroad worth £9,000,000, the Punjab (including 
agriculturists, commission agents and others) earned Rs, 12 crores. 
Assuming that sterling prices remain unchanged, and that there is 
no falling off in exports, £9,000,000 worth of goods sold abroad, 
when the rate of exchange is 16d., would yield Rs. 13,50,00,000, 
an increase of Rs. 1,50,00,000. A great part of this increase 
would flow into the pockets of the cultivators, though it is impossible 
to say how much. In any case the gain of the Punjab cultivator 
would far exceed the loss of 7 lakhs to the Punjab Government 
on account of the increase in the burden their annual sterling 
liabilities. 
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A lower rate of exchange stimulates exports because it increases 
the value in the home currency of the price in foreign currency of 
the goods sold abroad. The exporter may share part of his gain 
with the foreign consumer. For example, assume that the price of 
a given quantity of cotton in Liverpool is £100, which is equal to 
Rs. 1,333 at 18d. sterling. At 16d. per rupee, the Indian exporter 
would receive Rs. 1,500, an increase of Rs. 167. He is now in 
a better position to meet foreign competition, for he can now afford 
to sell his cotton a little cheaper. If he sold the same quantity 
of cotton for £95, he would, at 16d. per rupee, receive Rs. 1,425. 
Of his gain of Rs. 167, he has sacrificed Rs. 75, but he is still 
better off than before, by Rs. 92. It is obvious that a lower rate 
of exchange would tend to stimulate exprarts, unless the foreign 
price fell so much as to absorb the whole of the gain from the 
lower rate of exchange, or the foreign demand declined heavily. 

We have absolutely no reason to assume that as soon as we 
lower the exchange ratio, foreign countries would limit their demand 
for our exports, or that foreign prices would fall in consequence 
of the action we had taken. There is no ground whatever to 
assume that the 16d. ratio would bring down world prices of the 
raw materials and food-stuffs which we export. The 16d. ratio 
would make it easier for foreign countries to buy more from us, 
because it will make our exports cheaper in terms of their currencies. 
If they continue to buy the same amounts as they do now, we still 
gain. If they start buying less, it will be for other reasons, political 
or economic, (further development of Autarkic), which are un- 
connected with the Indian exchange rate. 

The Consumer 

The Ibd ratio will increase the cost of imports. It will 
impose heavier burdens on the consumer, but this consumer is not 
chiefly the cultivator. The agricultural sections of the population, 
whether in the Punjab or other parts of India, are consumers of 
imported goods to a very slight extent, as has been said before. 

It is true that of the articles, which come into our villages 
from outside, cloth is the most important. But imports of 
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foreign cloth into India have steadily dwindled, and they are 
now of little importance.. In the year 1937-38 the total 
imports of cotton piece-goods from all countries amounted to 
591 million yards (3197 million yards in 1913-14). Indian mill 
production in 1937-38 amounted to 4084 million yards, or it was 
about 7 times greater than the volume of imports. Total consump- 
tion of cloth in India is estimated at 6000 million yards (including 
khaddar) of which imported cloth is about 10 per cent. It is 
difficult to understand how a fall in the rate of exchange would raise 
the price of cloth to the cultivator, or the Indian consumer generally. 
The price of cloth in India, at present, is not determined by the 
small quantity imported from abroad, but by Indian production. 
Considering the very small proportion of the Indian demand that 
the foreign manufacturer supplies, he cannot much raise his price. 
If he does, he would lose his market. Cloth imports, whether from 
Japan or the United Kingdom, are now not indispensable. 

It may be concluded that, generally speaking, the burden of 
a lower rate of exxhange, in so far as the consumer is concerned, 
will largely vest on classes which are well able to bear it. 

The Home Charges 

The effect of reversion to the 16d. ratio on public finances 
was considered by the Currency Commission of 1925. The Com- 
mission said: 

“ Some evidence has been put before us as to the effect which 
would be produced on the Government finances by a reversion to 
Is. 4d. We do not regard this as a decisive factor; but we can, 
not ignore the fact that a reversion to Is. 4d. would inevitably lead 
to increases in both Centra! and Provincial taxation, and would 
, probably also result in a postponement of further remissions of the 
Provincial contributions to Central revenues, and a set-back 
to the development of nation-building projects in the Provinces ” 
(paragraph 207). 

This argument is much stronger to-day than in 1925. The 
Currency Commission did not regard the increase in the burden of 
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sterling obligations as ‘ a decisive factor/ but it is a decisive factor 
lo-day. 

The contributions which the Provinces made to the Central 
Government in 1925 under the Meston Award have all been 
remitted. But the Government of India have sacrificed about ten 
crores of their revenue to make Provincial Autonomy a success. 
ITie increase in the burden of their sterling liabilities will, without 
additional taxation, make it impossible for them to find about tent 
crores annually for the Provinces. It is also certain that without 
financial assistance from the Centre, most of the Provincial Govern** 
ments could not balance their budgets, or develop their nation- 
building programmes. 

The Home Charges now amount to about £40,000,000 
annually. At 18d. this sum is equal to Rs. 53’3 crores; at 16d. 
the tinnual cost of meeting sterling liabilities would be 60 crores- — 
an increase in the burden of about 7 crores. Where is this addi- 
tional sum to come from? Obviously the Government of India 
are unable to sacrifice a further 7 or 8 crores of their revenue. 

The Home Charges are an ever-growing obligation. They 
have about doubled during the past twenty years. If they continue 
to increase in the coming years, the m-gument against reversion to 
a lower rate of exchange will become stronger still. In fact a 
future Finance Member of the Government of India may well 
argue that it was desirable to raise exchange to 2s. sterling,, for 
a higher rate of exchange will reduce the burden of the Home 
Charges. 

The Government of India have an effective reply to the re- 
presentation of Congress Governments in favour of the 16d. rate. 
The \6d. rate would mean no financial assistance to Congress ot 
other provinces from the Centre. Can Congress Governments carry 
on without this assistance? If not, how can they ask for a lowev 
rate of exchange? 

Of course the gain to the country as a whole from a lowe 
rate of exchange would much exceed the loss to public revenues 
assuming, as before, that prices and foreign demand for our exports 
temain unchanged. Suppose exports from India are valued 160 
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crores, equal to £ 120,000,000,, sterling at 18<i. At I6J. 
£120,000,000 would be equal to 183 crores, resulting in a gain t 

of 23 crores. Conceivably the loss to public revenues may be 
made good by additional tfexation — ^that would still leave several 
crores in the pockets of the people. The gain of the people, 
conceivably, may be greater still if, as is probable, exports are 
stimulated by a lower exchange ratio. 

This estimate of gain lays no claim to exactness; the figures 
are merely illustrative. But it is undeniable that the country as 
a whole would gam much more than what the public finances would ♦ 
lose. 

It is necessary in the interests of India to reduce the Home 
Charges. Congress Governments, instead of demanding a lower 
rate of exchange, should insist on the appointment of a strong com- 
mittee to examine the whole question of the growth of our sterling 
obligations, and to find ways and means of reducing them. 
Possibly the rate of interest can be reduced, if not the capital debt. 
Rapid Indianization of both the Civil and the Military services 
would effect considerable economies. It is obvious that until the 
Home Charges are reduced, the Government of India would pay 
no attention to the demand for reversion to 16d. 


The Rupee Over-valued 

The Government of India can urge the necessity of safeguard- 
ing public revenues as a good reason for not lowering exchange. 
Apart from this, they have no case at all. It is nonsense to say 
that the lowering of exchange “would do no good to anybody 
except the monied and speculative interests.” 

The plain fact is that at the present ratio the rupee is 
overvalued. 

The rupee was overvalued when exchange was fixed at 18d. 
gold. The Government never admitted it; Government, even in 
1931, before India abandoned the gold standard, repeatedly 
declared their firm intention to maintcdn the gold value of the rupee, 
and were confident of their ability to do so. But where is the 
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\8d. gold rate? The sterling rate will be maintained at the cost 
of India until exchange breaks. 

Overvaluation of the rupee means that the exchange value of 
the rupee in terms of foreign currencies is too high. Why? 
Because terms of international exchange have altered in recent years 
to India’s disadvantage. Other countries have been able to reduce 
their costs of production, thanks to the development of scientific 
agriculture, and particularly to the use of power-driven machinery 
in agriculture. Under existing conditions it is not possible for us 
to modernize our agriculture. We cannot develop large-scale 
farming with power-driven appliances like other countries which 
compete with us in the world markets. This is a fact of funda- 
mental importance in the discussion of the exchange question, but 
a fact which is consistently ignored by Government. If costs fail 
heavily in other countries, while our costs fall less heavily, our 
exports must suffer, and they have suffered. A lower rate of 
exchange would give the cultivator some relief. The overvaluation 
of the rupee expresses a very simple, incontestable fact — that agri- 
cultural costs in India have failed to adjust themselves to world 
costs and prices, and as we have seen, they can not. 

Whenever a currency is overvalued, there are only two courses 
open to a country — either costs must be sufficiently reduced or 
exchange must be allowed to fall. Such has been the experience 
of other countries. France is a good example. Before the con- 
clusion of the Tripartite Currency Agreement between England, 
France and the United States, in September 1936, the French 
Franc was quoted at about 75-77 to the £ sterling. The Franc was 
over-valued at this rate, that is, its value in terms of sterling was 
too high. It is easy to talk of reducing costs, but very difficult 
in practice to do so. France sought adjustment through a lower 
exchange value of the Franc. The rate chosen at first was 105 
Francs to the £ sterling, but it was lowered again, and now one 
may buy 177 Francs for a £ sterling. The Franc stands lower 
to-day that it did before England went off the gold standard (124 
Francs to the £) . 
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Stability 

In official and certain other circles very great importance is 
attached to a stable rupee. Some time ago India’s leading finan- 
cial paper, Capital wrote under the caption: “Stability the 
thing:’’ “An adequately valued rupee, stable within the limits 
imposed upon all good currencies, is India’s constant requirement. 
Instability of the rupee has been a nightmare for generations of 
India’s rulers. If the truth be known, the fact of one experimental 
reversion might easily lead to another — either up again or still 
further down, and that would be an ideal milieu for those speculat- 
ors whom the Government communique [dated 16th December, 
1938] so rightly names’’ {Capital December 22, 1938). 

But if the rupee is over-valued, its value should be readjusted. 
We cannot sacrifice every thing at the altar of stability. The 1 6d. 
ratio is nothing new. Secondly, is the rupee stable now ? Its gold 
value flucturates daily. Thirdly, in spite of Government declara- 
tions, w'ho can say with certainty that Government, in the coming 
years, w^ould be able to maintain exchange at the present rate, 
considering the declining foreign demand for India’s exports? 
There is doubt an uncertainty about exchange. Gold exports are 
dwindling, and unless foreign demand for our exports miraculously 
revived the present rate could be maintained only by adding to 
India’s sterling debt and the dissipation of reserves. It would be 
better to end doubt and uncertainty by lorvering exchange. 
Speculators will be active temporarily, but once exchange has been 
stabialised at 16d., noraial conditions w'ould be restored. In the 
changed conditions of world trade real stability at 16J. may be 
easier to maintain than supurious stability at i 8d. 

Summary 

Tire case for reversion to 1 6d. may be thus summarised : — 

1 . The rupee is over-valued, the terms of foreign trade having 
altered to India’s disadvantage. 

2. This result is largely due to biological and mechanical 
progress affecting agriculture in other countries. Under the existing 
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system it is not possible for India to reduce agricultural costs by 
the development of large-scale farming with power-driven appliances. 

3. India’s disadvantage is of a permanent character. Hence 
the necessity of a lower rate of exchange, which w'ould give some 
relief to the cultivator. 

4. The } 6d. ratio would mean more money in the pockets 
of the cultivator. He would be affected only to a very slight extent 
by the rise in the price of imported goods, since he is not largely a 
consumer of imported goods. 

5. Attempt should be made to reduce the Home Charges, 
so that reversion to j6d. does not add much to their burden. 

(The principal items of the Home Charges are the following:— 

£ miltions. 


Interest on Railway Debt . . . . 9 0 

Interest on other debt . . . . 7 0 

Civil Administration . . . . 1 '8 

Miscellaneous (Territorial and Political 

Pensions, Superannuation allowances and 
Pensions, Stationery and Printing, etc.) . . 3‘0 

Army — 

Effective . . . . 5 '2 

Non-effective .. .. 3' 7 

Marine and other charges . . 0‘2 

Total Army 91 


This account for £30 millions. But the Home Charges at 
present have reached a total of over £39 millions. The details 
are not yet available. 

The Home Charges are in some measure responsible for the 
‘ Safeguards ’ in the new Constitution. They are the main reason 
for tire maintenance of exchange at a high level, when, for otbe:; 
reasons, a lower rate of exchange vv^ould be more desirable. 

Whether it is good for a country to have heavy external obli- 
gations in the shape of our ‘ Home Charges ’ is a question best left 
to the reader’s judgment). 
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BANKING 

The India n money market consis ts of inchgenpus as well as 
foreign elements. The village m one:^ender, the private baiier 
^ tow ns^'3 shro^sjn the Presidency tojvns form the foundation 
of the Indian credit system . On this foundation there has been 
erected a superstructure of credit, a banking organisation , such as 
exists in a much more developed and complicated form in the West. 
Both the elements, Indian a nd,iateian,. ^erfpim. ^i^ful. functions^ 
but the indigenous banker plays the inpre,, important part in provid- 
ing^ the agriculturi^ euid the_craftsman with the credit whidi they 
need, ^d also .in the financing of th e internal trade of the country. 

Bgfcre ^e constitution of the Rese ryeJB.anka-..th.e_fa 
Bank of In^a did _dutyjis a kind of Ce n tral bank . The Imperial 
Bank was founded in 1921 by amalgamating the three Presidency 
banks of Calcutta, Bombay and Madras.'^ The Imperial Bank 
is not a State bank, but its connection with the Government of India 
was a close one. 

The Im perial Bank kept the whol e of Government balances car 
which it d id not pay any interest. Before the foundation oF the 
Imperial Bank Government used to keep a substantial portion of its 
balances in Reserve Treasuries at Calcutta, Bombay and Madras. 
This Independent Treasury System w^ held to be in the main 
r^^nsiblef^the strmgency of mo ney in the b usy sea son,, but .its 
aWition did not g i ve much relief to the mon ey ma rket . By t he 
terms of its Charter the Imperial Bank is al lowed io dra w, a ccept. 
discount , buy an d sell bills of exchange and other , negotiable 
instru ments in India and Ceylon only . The Bank is also prevents 
from making any loan or advance for a longer period than six 
months, and except on the security of two names. 

The establishment of the Reserve B ank alters the posit ion o f 
the Imperial Bank and its relations with the Government. 
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An agreement has been concluded between the Reserve Bank 
and the Imperial Bank. By this agreemeat*. the Imp erial ^a nk 
shall be the sole ageni^f the Reserve B ank at all p laces in British 
India where there is a branch of t he Imperial Bank which wa| .in 
existence at the commencement of theJReserve J^nk of India 
(1st April, 1935), smd,. there is nairanch of th®. 
ment of the.„Reserve Bank. The Imperia l B ank will re ceive a 
conumsaon from the, Reserve Bank for, Berfprming ^t th«e places, 
on behalf of the Reserve Bank, the functions which it was perform- 
ing on behalf of the ^Governor-General in Council before 1st April, 
1935. Finally, for maintaining branches not less in num ber than 
those existing before 1 st April, 1935, the Imperial Bank will receive 
fr om the R eserve Ba nk a p ayment of 9.. lakhs per^sujnjji® 
the first five years of the agreement, 6 lakhs per annum during the 
next five yejars, and 4 lakhs per annum during the next five years. 

The agreement shall remain in force for 15 years, and there- 
after until terminated after five years’ notice on either side. 

The main busmess of the Ex;chai^e _l^ is to finance India’s 
import and export trade. They viewed the proposal to amalgamate 
the three Presidency Banks into the Imperial Bank of India with 
a certain amount of misgiving, as they thought that the new Bank 
might attack their monopoly, i.e., the exchange business. In a 
speech delivered in April, 1920, the Chairman of the Chartered 
Bank of India (Exchange Bank) said that the Exchange banks 
were not hostile to the proposed amalgamation, ‘ always 
provided that the present intention of not competing with the 
Exchange banks in their ordinary business of exchange is 
fully and honourably adhered to.”. The Exchange ba nks 
have preserved thei r monopol y — the I mperial Bank is not 
allowed to compete with them in their special busings,s.,,,and the 
Indian Joint-Stock banks, with only a few e xceptions, have no 
foygi gp br anches, and do no t enjoy the same facilities as the Ex - 
change banks for undertaking exchange business. 

The Reserve Bank is authorised to purchase, sell and discount 
bills of exchange (including treasury bills) drawn in the United 
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Kingdom and maturing within 90 days from the date of purchase 
but ordinarily only through a scheduled bank. 

Th e Exchange bank s may be divided into two groups; banks 
doing a considerable portion of their business in India, and Banks 
which' are merely agencies of large banking corporations doing 
business all over Asia. The ir total number js 18^. In_a,dditifin..to 
the jgrrhapi gp hn<;in«»ss the y do ordinary, banking business, and thus 
comp ete with the Imperial Ban k and the Indian Joint-Stock banks . 
B ut they take very lit tle part i n t he financ ing of the internal tra de. 

Our foreign Jiade„is-JEn^ iaiiaa4t5r The Exchange'l; 
banks in India collect on maturity the bills drawn on Indian im- 
porters for goods purchased by them. These bills are sent to the;’ 
Exchange banks either direct by the foreign drawer or by a banl4 
which has purchased the bill from the foreign drawer. The 
Exchange banks also supply knowledge to the foreign exporteti 
about tlie financial position of the purchasing firms in India. 

With the proceeds of the import bills received by them for 
collection and the deposits they obtain^ the Exchange banks purchase' 
the exporters’ bills offered to them. But the balance of trade in; 
merchandise is generally in India’s favour. The funds .that_ A^ 
Exchange banks have in^India are generally insufficient for 
purchasing the ^porters’ bills, and they have to supplement their? 
resources in other ways. Till recently the Exchange banks did 
so by purchasing the Secretary of State’s Council bills; at present 
they add to their funds by selling sterling to Govemnient. Theyi 
als o import s overeigns,.^d gold and silver bidlj^pn.^ ^ 

The village Mahajan, Mahajans in towns and shroffs in the 
Presidency towns, the Jobt-Stock banks, and the Imperial Bank 
all take a share in the financing of the bternal trade. The 
importance of the part played by the Mahajan b the movbg of 
crops from the village to the local market called the mandi, and 
from local markets to large towns and the ports cannot be ex- 
aggerated. He finances (a) agricultural operations, which is 
financbg bdustry and (b) trade, which is a commercial function. 
The village Mahajan. who is the centre of the whole syst on, a s 
tl« Indian village is the centre of Indian economb life, is not only 
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a money:lender,_ but a dealer „m_sain and otoer.gQaas- ne 
possesses iiis own capkal, but has also business connectipns_w,ith 
bigger IViahajans in the.larger towns, who, deal with Jpint-Stock 
banks- 

used in the jnternal, trade, of India. The hundi 

is an internal bill of exchange. A. cons iderable. pprdpJ!L.ja£-.»the„ 

business okindian banks consists i n making advan ces a^aiasLha n dis . 
The shroff? in the Presidency towns pjirphase htmdis on their own 
account, and have recourse to banks for discounting hundis only 
when they have inhausted their resources. They purchase hundis 
from smaller shroffs, and these from other shroffs in the smaller 
towns or villages. 

Even before. 1921 the connection between the Presidency 
Banks and up-country trade was very close, and the opening of 
100 new branches, vvithin five years, which was one of the condi- 
tions imposed upon the Imperial Bank when it was constituted in 
1921, was meant to render this connection closer still. By the 
rates which the Imperial Bank,_charged on the discount of hundis, 
and the extent to which it showed itsei£ willing to buy hundis, jt 
materially affected the supply of credit in the money market in and 
Qptside the Presidency towois. 

^ The connection between the rates of discount charged by 
jshrdffs^and the official hundi rate of the Imperial Bank was not 
always a close one. Sometimes in the busy season the shroff’s 
rate was higher than the Bank rate; in the slack season, the shroff’s 
rate was lower than the Bank rate. The undercutting of the 
Bank by the private banker is possible because he has considerable 
financial resources of his own, which are employed exclusively in 
financing the internal trade of the country. When the Imperial 
Bank found that it was getting very little business in hundis, and 
much of its cash was lying idle, it lowered its hundi rate. On 
the other hand, when it was very hard pressed for money, it 
refused to buy new hundis. " ■ 

The g rowth of Indi an Join t-Stock ban ks has been rapid. Ini 
1870 the number of reporting banks was 2, with capital and reserve! 
of W/z lakhs and deposits amounting to about 14 lakhs. In 1900 



Reporting banks, No, 
Paid-up capital. Crores 
Reserve and rest 
Total 

Deposits *» 

Cash balances „ 


The following table shows the proportion per cent of cash t 
liabilities,; on deposits of the several classes of banks on 31i 
December of each year:' — 

Imperial Exchange Indian Joint-Stock 


(1) Before 1921 Presidency Banks. 

(2) Eixchange banks of Class A are those doing 

portion of their business in India; Class B i 
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are merely agencies of large banking corporations doing a 
major portion of their business abroad. 

(3) Indian Joint-Stock banks of Class A are those having a capital 
and reserve of 5 lakhs and over; Class B have capital 
and reserve between Re. 1 lakh and Rs. 5 lakhs. 

The percentage of cash to deposits used to be unduly low. 
Attention was draw’n to it by J. M. Keynes before the War, and 
he predicted trouble. The crisis in banking which occurred in 
1913 was very severe. ( Between 1913 and 1917 no less than 87 
banks failed with a paid-up capital of 1|4 crores.^ The largest 
number of failures occurred in 1914 (42 banks with a paid-up 
capital of over 1 crore) . 

The crisis was due to lack of experience cind mismanagement, 
and partly to the attempt to finance industries with short terra 
deposits. As is seen from the table given above the proportion a 
of cash to liabilities on deposits in the case of the larger Joint-Stock 
banks rose substantially in 1935 (15 per cent in 1933 and 1934). 
This is due to the establishment of the Reserve Bank. 

In spite of the rapid growth of banking, considering the size 
and population of the country, banking facilities can only be 
described as very inadequate. The official annual publication 
known as “ Statement Exhibiting the Moral and Material Progress 
and Condition of India ” for the year 1924-25 thus commented 
on banking conditions in the country. 

“ That the number of banks at present in India is inadequate 
for her needs, is clear from the fact that there are at present only 
100 head offices with between 300 or 400 branch banks through- 
out the whole country. In some 20 per cent of the towns, 
possessing a population of more them 50,000 inhabitants, there are 
no banks at all; while in the case of towns with a population of 
10,000 and over, the proportion without banking facilities rises to 
75 per cent.” 
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The position in 493^ was as shown below:— 

THE Number of Head Offices and Bran’ches of Banks, including 
Agencies in India 

HeadOSc®. Brancbss. 

Imperial Bank . . . ■ 3 161 

Exchange Banks . . .... 83 

Indian Joint-Stock Banks .. ..171 551 

According to the list given in Staiidical Tables relating io 
Banks in India (1932), the number of towns enjoying banking 
facilities is 4(D. India has 9i4 towns with a population of over 
10,000, and 987 tovms with a population of 5,000 to 10,000. 

iphe use of cheques is increasin g rapidly. Cheques cleared 
from clearing houses amoimted to 650 crores in 1913 and 1577 
crores in .1932. The effect of the trade depression on banking 
operations is shown by the fail in the amount of cheques cleared 
between 1929 and 1931: 


1929 

1930 

1931 

1932 

Capital's index of cheque clearance fell to 85'5 in 1932-33 
(1935 base), but gradually rose thereafter to 102*1 in 1936-37. 
It fell again to 101*5 in 1937-38. 

Indian joint-stock banking is making satisfactory progress, but 
Directors of Indian banks have still to learn that banks exist 
primarily to assist agriculture, trade and industry, and not to finance 
the Directors and their concerns. 


Cheques cleared from cleariaj 
Houses — Crores. 

. . 20,38 

. . 18,04 

* .. 15,62 

.. 15.77 
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A Central Bank FOR iNDLJk 

A, Bill to .establish a central bank in India, calied the Reserve 
Bank, was introduced in the Legislative Assembly in January, 
1 927. It was described by Sir Basil Blackett as “ one of the 
greatest measures of financial liberalism ever brought forward by 
the Government of India.” 

The establishm.ent of. a Central Bank in. India was recom- 
mended by the Currency Commission of 1925. They pointed out 
the inherent weaknesses of a system in which the control of currency 
and credit was in the hands of two distinct authorities, the credit 
situation being controlled by the Imperial Bank of India and the 
currency situation by the Government. The currency and banking 
reserves of the country were also separately managed. The uni- 
fication of the control of currency and credit could only be brought 
about by the creation of a central bank enjoying the sole right of 
note-issue, and independent of the State. The Currency Com- 
mission recommendi^ that the central ban k sh ou ld be a . diare- 
^ders’ baoki vyith a fully paid-Hp.capUilji .crpres. In 

making their recommendations regarding the management of the 
central bank they kept in view the Resolutions passed both by the 
International Financial Conference of Brussels (1920) and that 
of Genoa (1922) to the effect that ” Banks, a nd especially Banks’! 
of issue, should be f ree f rom political pressure, and should bef 
conducted solel y cm lines of prudent finanw.” The Centrall 
Board was to be composed of 14 members, of whom 9 were 
to be elected by shareholders, a maximum of 3 to be nominated by 
the Governor-General in Council, in addition to a Managing 
Governor and a Deputy Managing Governor. The Government 
was also to be given the power of nominating an official member 
to the Board with the right and duty to attend and advise 
the Board, but not with the right to vote. It was thought that 
in the special jyrcuipslances , of, India.. i.e.,jjhe wide experience , of 
Gove rnment in the management of the cm-rency ancl the greaL 
importance of Govern ment’s bank in g a nd remittance bu siness , it 
was ciesirable that Governmen t should nominate a small minorit y 
of members on the Centr al Board. This constitution left the 
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Reserve Bank free from interference by the Executive in the 
day-to-day conduct of its business and in banking policy. 

The Currency Commission distinctly laid it down that no 
person should be appointed President or Vice-President of a Local 
Board or should be recommended as a member of the Central 
Board, who is a member of the Governor General’s Council, the 
Council of State, the Legislative Assembly, or of any of the 
Provincial Governments or Legislative Councils. 

Differe nces ar ose in the L egislati ye . A ss emblv on two point s. 
In ,the first p lace the_Assembly, by a majo rity, d eci ded that th e 
Central bank should be a Stat e Bank ; secondly, the Assembly 
insistedon the inclusion of representatives of Central and Provincial 
Legislatures inlKe Board of Directors. 

Indi an opin ion pr e fe rred a State bank , that is a bank, wjth 
capital subs cribed by the Government , in place of a bank with 
private share-capital. The advantages of a share-holders’ bank 
are recognised: the board of management is elected by the share- 
holders, and this provides a ready-made constituency for the 
selection of a representative directorate; further, members of the 
board have themselves contributed to the capital of the bank, and 
they are accountable to the share-holders for money which they 
have contributed. Such a bank may also be completely indepen- 
dent of the State. But the fear of non-officials was that in the special 
circumstances of India, a Central, Bank,„d^^^ a body , res- 

ponsible only to a number of private share-holders, .would tend, to 
b e controlled b y vested interests, and that its utility to the public 
nu'ght even be endangered by a conflic t o f in terests within th e 
management of the B ank betw^ee n Indian and exter nal capital .*^ 

As the differences between the official and non-official points 
of view proved irreconcilable. Government announced on 8tla 
September, 1927, that they did not intend to proceed with the Bill. 
Later, on February 6, 1928, discussion on the Bill was resumed, 
but the rejection by the Assembly of Clause VIII, relating to the 
constitution of the Board of Directors, ended the discussion. 

A new Act constituting the Reserve Bank of India received 
the assent of the Governor-General on 6th March, 1934. The 
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object is “to regulate the issue of bank notes and the keeping of 
reserves with a view to securing monetary stability in British India 
and generally to operate the currency and credit system of the 
country to its advantage.” The Act leaves the question of the 
monetary standard best suited to India to be settled later; it only 
makes “temporary provision on the basis of the existing monetary 
system.” 


Constitution . 

The Reserve Bank is a share-holders’ bank. The share 
capital of the Bank is 5 crores, divided into fully paid-up shares of 
Rs. 100 each. The nominal value of the shares originally assign- 
ed to the various Registers is as follows: Bombay 140 lakhs, 
Calcutta 145 lakhs, Delhi 115 lakhs, Madras 70 lakhs, and 
Rangoon 30 lakhs... British subjects ordinarily resident in India 
but domiciled in the United Kingdom or in the British Dominions, 
and companies incorporated in the United Kingdom or the British 
Dominions having a branch in British India, may become share- 
holders of the Reserve Bank, provided the Dominion concerned 
does not discriminate in any way against Indians. 

The Central Board consists of a Governor and two Deputy 
Governors appointed by the Governor-General in Council, 4 
Directors nominated by the Governor-General in Council, 8 
Directors elected on behalf of the share-holders on the various 
Registers, and one Government official nominated by the Governor- 
General in Council. In each of the five areas there 
Local Board consisting of 5 members elected from amongst 
selves by the share-holders on the register for that area and 3 
members nominated by the Central Board from amongst the same 
share-holders.^ 


^Excepting the Goveroitr, Deputy Governor or the Driedor mniisialecl hy the 
Governof-Generai in Council* no person may be a E%ector or a uienAer of a LsS^al 
Board who is a salaried Government official' or a salaried official of a State in India* 
is an officer or employee of any bank* or is a Director ,of any bank other than a 
which is a society registered under the Co-operative Societies Act of 1 
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The Business Which the Bank May Transact 

[“llie Bank may purchase, sell and rediscount bills of exchange 
and pronussory notes (a) drawn and payable in India maturing 
within 90 days and a.rising out of . hona , commercial or trade 
trMsactions, (b) drawn and payable in India, maturing within 
9 months, drawn or issued fgr the purpo^ of financing season^ 
a^icjudtural op eration s or the marketing of crops, and (c) drawn 
and payable in India, is sue d or drawm.for.the purpose of holding or, 
trading in securities ,p,f, the , Government of India, or a Local 
Government, or specified securities of States. In each case one 
of the signatures on the bill must be that of a scheduled bank.] 

THie Bank may make to. Statos Jn India, local authorities and 
provincial co-operative banks loans and advances against specified 
securities, which include promissory notes of any scheduled bank, 
or a provincial co-operative bank, supported by documents of title 
to goods which have been pledged to any such bank as security 
for a cash credit or overdraft granted for bona fide commercial or 
trade transactions, or for the purpose of financing seasonal agricul- 
tural operations, or the marketing of crops. 

The Ba nk mav purc hase and s ell G overnment ■Secur ities of 
the United Kingdom maturing within 10 years from the date of 
purchase, and the securities of the Government of India or of a 
Local Government of any maturity. The amount of such securities 
held at any time in the Banking Department will be governed 
by definite rules. 

The- Bank ydl^ad as ageirt for the ^cretary.,of State in 
Couanil, the.GoveraQErGeneraXjn Council, or any Local Govern- 
ment or X, 0 £,al..^thority_or State in India, in the transaction of 
finwcfal b usiness, w hich has b«n defin^. In_.additl<Hi, it will 
receiye.jmmj^iixuaJhem^ OT... deposit, (without m 
fr om ban ks and any otheiL.D firsons. 

Busine ss 

|[The Bank may not ( 1 ) engage in trade or otherwise have a 
direct interest in any commercial, industrial or other undertaking. 
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(2) purchase its own shares or the shares of any other bank or 
company or grant loans upon the security of any such shares, (3), 
advance money on mortgage of immovable property, (4) make 
unsecured loans or advances, (5) draw or accept bills payable 
otherwise than on demand, and (6) allow interest on deposits or 
current accounts.} 

Central Banking Functions 

The Government of India and Local Governments will entrust 
the Bank with ail their money, remittance, exchange and banking 
transactions in India and, in particular, shall deposit, free of interest 
all their cash balances with the Bank. 

The Bank has been entrusted with the management of the 
public debt and with the issue of new loans. 

The Bank has taken over the note-issue from the Government 
of India and has the sole right to issue notes. 

As in the case of the Bank of England, the Issue Department 
ef the Bank is separate and wholly distinct from the Banking 
Department. The notes are a liability of the Issue Department 
alone. The notes issued (lowest denomination Rs. 5) are legal 
tender. 

Of the total amount of assets o f the Is sue Department, 40 
per ce nt s hall ,cgn§,i?l.<£g9ld..Sgjnv.gpl.d bullion or sterling securities. 
The rem a i nder of the assets per cent) shall be held in rupee 
rain. Government of India_ r upee securities . of any , ipatunty , _and 
such bills of exch ange ^d promissory notes payable in British 
Igdia as are eligi ble f or p urchase by the B^k. But the aniouht 
held in Government of India rupee securities shall not at any time 
exceed one-fourth of the total amount of the assets or 50 evores of 
rupees, whichever amount is greater, or, with the previous sanction 
of the Governor-General, such amount plus a sum of ten crores of 
rupees. 

Of the assets in the form o f gold or g old c oin, 85 per cent 
shal l be held in Britis h Ind ia. 

w./ the reserve requirements may be suspended (for periods not 
exceeding 30 days in, the first instance, which may be extended 
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1 5 days) oji th e paymen t o f a tax by the Ba nk upon tli g 
amount by which t he holdin g of goW coin, gold bullion 
md sterling securities is reduced below the prescribed m inimum. 
The tax shalrte payable at the bank rate for the tuneTSn^'in 
force with an addition of one-,pen ce nt per annum when such 
holding exceeds 32 ^, per cent of the total amount of the assets, 
and of a further 1 hi per cent per annum in respect of every further 
decrease of 2*4 per cent or part of such decrease. 

Relations WITH OTHER Banks 

The expression “ Scheduled banks ” has been used above. 
These are banks mentioned in a schedule attached to the Reserve 
Bank Act. The number of the banks is 50 (or 49 now, the 
People’s Bank of Northern India having gone into liquidation). 
S eventeen out of the 5. 0 scheduled banks are foreign . 

Every scheduled bank shall maintain with the Reserve Ban k 
a balance the amount of which shall not at the close of busine ss 
on any day be less than 5 per cent of the demand liabilities and 
2 per cent of the time liabilities of such bank in India , (The 
h’abirihes irTthis connection shall not include the paid-up capital 
or the reserve, or any credit balance in the profit and loss account 
of the bank, or the amount of any loan taken from the Reserve 
Bank.) Weekly r eturns, shall be. submitted by every scheduled 
bajok-to the Governor-General in Council and the Reserve Bank 
s howing , among pther things, its demand and time liabilities, its 
balance at the. JReserve Bank, and the amount of advances made 
and of bills discounted..by it. Reserve Bank will also submit 

a weekly. JTfitum of tlie.Issufi-aad of .the,B,aiikin®.J3epaa:l3n^ 
t he Go ver nor-Ge neral ■in-.Co 

It is thought that the percentages for minimum reserve balances 
are somewhat high for India, but they are lower than the percentages 
recommended by the Currency Commission, 10 and 3 per cent 
respectively for demand and time liabilities. 

To make the control of credit by the Reserve Bank effective 
it e5§,eatial that the requirernents . regarding die maintenarme p^ 
thf minimuin reserve baljmce.with the Reserve Bank should apply 
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to as large a number of banks as possible, and in this respect 
Schedule 1 is satisfactory. 

As a compensation for the pUigation imposed upon scheduled 
fc^nks to maintain compulsory deposit s free of interest in the Reserve 
Bank, the facilities which the Reserve Bank provides in the waj 
of jre-discount of bills oj exchange and promissory notes wil l be 
restricted to the scheduled banki. 

’Rre Bank will ordinarily only ,ve-djscount bills of exchange 
and promissory no tes , but the power of direct discount, or open, 
market operations, has not been withheld from.it. However, to 
prevent indiscriminate competition with the commercial banks, it 
has been provided that this power shall be exercised only when, 
in the opinion of the Board, such action is necessary or expedient 
in the interests of Indian trade or commerce. 

Question of Elasticity 

There was a provision in the old Paper Currency Act for the 
ijsu^of emergency currency agains t in ternal bills of exc ha n g e or 
hundis. This device^ i mpa rted a ce rtain m easure of e la sticity to 
the currency s ystem . Its working however, was not unattended 
with difficulties, and in 1924, in spite of the loan of Rs. 12 crores 
to the Imperial Bank under the provision mentioned above, the 
Government had to assist the market by expanding the note-issue 
to the extent of a further Rs. 12 crores against British Treasury bills, 
earmarked to the Paper Currency Reserve in London. The chi ef 
difficulty in connecti on w ith the issue,pf emergency c urren cy against 
wmmercial bills is that the internal trade of Indi^js,...fpr the mqst 
part, financed by a system of cash c^ and the Imperial JBank 
has found it difficult to secure anL,ja.deq.pate volume of hills, , as ,coy» 
against the seasonal increase, with the result that the Government 
have been compelled to meet the demand for additional currency 
by regulating their holding of sterling securities in the Paper 
Currency Reserve. On more than one occasion the Imperial Bank 
has had to put pressure on its clients to convert cash credits into 
hundis in order that it might have self-liquidating hundis to put 
up as a cover against the loan from the Paper Currency Reserve, 
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These hundis or bills, although they represented a real demand 
for finance for trade, did not represent any definite goods or com- 
modities, being in fact manufactured bills substituted for cash 
credits. 

The provisions of the new Reserve B aakAcL^relating to the 
issue of etne rgen cy cjtrr CT have been so framed as to meet these 
difficulties. 

In the first place, the B^k is _ authorised to . transact the 
purchase, sale ^d re-disco unt of _mternal bills, of exchange and 
promissory n otes dra wn or issued for the purpose-of .fipanogig 
seaso nal agricultural ope rations or the ma r k eting oLcrops. These 
bills or promissory notes (as we have seen) must bear two or more 
good signatures, one of which shall be that of a scheduled bank 
or a provincial co-operative bank, and they must mature within 
nine months from the date of purchase or re-discount. 

In the second place, in view of the prevalent . systeia_Qf 
financi ng the internal trade by cash credits rmd the difficulty of 
securing an adequate volume of h undis for the .purpose, the Bank 
would be author ise d to ma ke loans an d advances repayable o n 
demand , or withi iiM-days, agaipsL.tb e .. .S£C.urity . of t^misso ff n pt^^y 
of any scheduled bank or a provincial co-operative bank ^ certain , 
conditions- 

Einally elast icity is . imparted to ,lhe...wJiak...jy^te m by th e 
provisions of t he Act rela ting to the su spension of the reserve 


Scarcity of Bills 

Indkn Joint-Stock Banks hold comparatively a small amount of 
hillSf^ As compffled.jivith-JJa^ of, bi]is»dajeu.iayestmeE^ 

(mostly jn Government . s^m^^ The C^tral Banking 

Enquiry Committee found that six Indian Joint-Stock Banks in 
1928 held bills of 1,23 lakhs, while their ‘ Investments ’ amoxmted 


to 20 crores. The exp lanation p artly lies in the attractive yield 
tf Government securities, Governroeot scpjirities 

helpfu l in maintaiokg a-lkiuid posit ion, or obtaining.. cash. 
E^Hd ^ioatfzSlgck^^ (b) 

«/ 
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considered a sign of weakness; (c) the Imperial Bank may not 
approve of the bills submitted for rediscount-T-it is prepared to 
discount only approved bills, or bills approved by it; and (d) the 
Imp^dal Bank is itself a competwg bank and other 

banks do not wish it to know al| abot|t Aeir bill-hold^- The 
last objection would not apply to the Reserve Bank. 

To facilitate the use of bills the Central Banking Enquiry 
Committee, suggested (1) a lowering of the stamp duty on bills, 

(2) the stocking for sale by Post Offices of bill forms printed in 
English and the vernacular, (3) validating of the noting of dis- 
honour and protest by recognized associations of banks, shroffs or 
merchants, and (4) standardization of customs governing the 
bmdis* 

Of special interest is the Agricultural Credit Department of ] 
the Reserve Bank. The functions of this Department are s 
( I ) to maintain an expert staff to study all questions of agricultufal ] ^ 
credit, and (2) to co-ordinate the operations of the Reserve Bank j 
ip connection wtli agricultural credit and its relations ■with provincial 
co-operative banks and^ any other banks or orgMisations engaged 
in the business of agricultural credit. » 

The Reserve Bank and Exchange 

From the 1st of April, 1935 the Reserve Bank took over the 
duty of supplying the Secretary of State with sterling for his 
London requirements. In 1935-37 the Bank consistently rejected 
tenders below ISJ/^d. The exchange was strong and on account 
of the strength of exchange the Bank foimd no difficulty in effecting 
its large purchases of sterling at favourable rates. The average 
rate at which sterling was purchased by the Bank was 18.l27d. 
in 1936-37 and 18.126d. in 1935-36 as compared with 18.086d. 
in 1934-35. The Reserve Bank Report says: ‘‘ Thtoughoiut the 
jBfiriad imder review qtgbuose remained firm at 18-3/32<L .as 
jgainst 18-l/16d. in 1934-35. TJusi, k was.c<msKtentIy 
parij^ and rose to l&y&d. in the busy sea^.” 

^Stciwm 592-3 0/ ihn Rtpori^ 
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There was a sharp fall in exchange in the middle of 1938, 
and on June 6 Telegraphic Transfers were quoted at Calcutta at 
1 7 the lower specie point. 

The fall in exchange caused speculation , in regard to the 
action to be taken by the Reserve Bank to' maintain the 18d. 
sterling ratio. 

Both the ‘ Economist ’ and the ‘ Statist ’ commented on the 
weakening of the rupee. The ‘ Economist ’ mentioned ‘ the 
adverse trade balance ’ as the foremost reason for the weaikness 
of the rupee. The trade balance was not actually adverse but 
the amount of the favourable trade balance had decreased. This 
is a serious matter, gonsidering India’s debtor position. It is with 
surplus .exports. that, we meet our obligations abroad. 

The ‘ Economist ’ said : “ Before long the Reserve Bank 

may be forced to carry out its statutory duty of holding the rupee.” 
Is it the statutory duty of the Reserve Bank to hold the rupee? An 
inspired statement, which appeared in the C. & M. Cazetie of 
May 1, sought to correct the ‘ mistaken impression ’ that it is the 
duty of the Reserve Bank to maintain the 18d. rate! “ Inquiries 
in official circles show,” wrote the Simla correspondent of the 
C. & M. G., “that there is a mistaken impression in the country 
that there is an obligation on the pa rt o f the C-oynrnment of India 
I to maintain the legal exchange standard pf_the rupe.e.„at„-ls-. 6,d- 
‘ Since the establishment of the Reserve Bank of India, the on l y 
obligation impo sed on th is centra l banking i nstitution is that, un^er 
section 40 of the Reserve Bank Act it should maintain i ts position 
by way of upholding the go ld points of the rupee, viz., 1 s. 5>49 /64d. 
Sd Ts. 63716d i Thait is to say, within these limits the Reserve 
Bank of India is under an obligation to accept tenders for sterling. 
Apart from this there is no other obligation laid upon the Govern- 
ment of India or the Reserve Bank, and the day-to-day exchange 
value of the rupee depends upon the operation of the well-known 
law of supply and demand, particularly on the basis of the cross 
movements of international trade.” 

This statement is untrue. I Te Reserve Bank is under obliga- 
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tion both to buy and sell st erlin g within the specie points. Sec. 
of the Reserve Bank Act is quoted below: 

“ The Bank shall sell to any person, who makes a demand 
in that behalf, at its office in Bombay, Calcutta, Delhi, Madras or 
Rangoon, and pays the purchase price in legal tender currency, 
sterling for immediate delivery in London, at a rate not below one ' 
selling and five pence and f orty-nine- si xtv-fourths of a penv for a 
rupee. 

“ Provided that no person shall be entitled to demand to buy 
an amount of sterling less than ten thousand pounds.” 

Section 41 (not 40) of the Reserve Bank Act is concerned 
with the purchase of sterling by the Reserve Bank ‘ at a rate not ^ 
higher than one shilling and six p ence and three-sixteenths of_a 
penny for a rup^e.” t 

Thus sectmn 40 definitely makes the Bank responsible Jorl 
greyenting exchange from falling below the lower specie point. It s 
is a statutory obligation imposed upon the Bank, and that is what ; 
‘ holding the rupee ’ means. And that is how a central bank 
maintains the legal. rate of exchange. The day-to-day exchange 
value of a currency is determined by supply and demand for 
foreign remittance, but if the operation of the law of supply ands 
demand tends to depress exchange below the lower specie point, 
the Central Bank must intervene. If, when exchange tended to 
fall below Is. 5-49/64J., the Reserve Bank declined to sell 
Reverse bills at Is. 5-49/64d. per rupee, it would fail to carry- 
out its statutory obligation. 


^ Industrial Banking 

■ ■ ■ ■ m 

There is a close relation between banks and industries in 
European countries, IaJCeanaBy»-lianks_ play, an important £art 
in providing the greater part of the initial capital of an indu stria l 
cqncernjL subsequently this capital is offered to public for subscrip- 
tion, or is sold to clients of the banks, or to banking firms in relation 
with the banks. l|^is very common for several banks to join hands 
in providing the initial capitah.and to pledge themselves together 
as a Konsortium to accept a certain portion of the issue. When 
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I Hew capital is required by an old company, it arranges the transac- 
tion with the bank with which it is in permanent banking relations. 

Ill India t here are no indus trial ban ks at all; the commercial 
banks do nororovide finance for block capit al (fixed assets or plant 
and buildings) . The biggest Indian joint-stock bank, the Imperial 
Bank of India, cannot lend money to industries on account of the 
limitation of 6 months on the period of Joans made by it, and the 
prohibition against lending on the security of industrial shares or 
immovable property. Other reasons for our failure to develop 
industrial banking were thus stated**bjr*tfi'e'‘“CSlfrar^ Banking 
)^quiry ComniffiS? : 

1. Commercial banks usually insist on a |ull backing of 
tangi ble and easily , realisable security and take no account of the 
personal credit and integrity of the borrowers. 

2. Banks insist on maintaining a margin of abo ut 30 per 
cent in regard to advances against stocks and even on a higher 
margin in regard to stocks in process of manufacture. 

3. ,^anks do not pos sess ic chpical knowledge necessary* for 
valuing the assetTSF^ mSStrial concern and for judging whether 
the concern is profitable and solvent. 

'/If- I Hs difficult ta Jimse 
term deports. 

5. There are complaints ag^st the Imperial Bank of racial 
&crimlnation in making loans. It is “ generally believed that the 
Bank lends to European concerns more freely than to Indian 


concerns 


”1 


b- The r£tes of interest charged to industries for, loans and 
iadyances. arelfeh. 

' The C entr al B anking Enquiry Committee recommended the 
establishment in each Province of a Provincial Industrial Corpora- 
tion with branches, if n^essary, and working with capital initially 

or:^r^tl3ri«BElied,_,ipy the PrpymcjCiS^S^'Tfc^ 

general publi c (fixed for at least two years) . Money thus 
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acquired should not be lent for longer periods than the currency 
of the deposits. In cases where Government subscribes to the 
share capital or debenture capital of the Corporation, or guarantees 
the interest on the debentures of the Corporation, it should .h? 
represented on the Board of Directors of the Corporation. 

The Committee also recommended the formation “ when its 
need is established ” of an All-India C orporation to co-ordinate 
the work of Provincial Corporations an3 to secure a dhect conn«- 
tion with the large spending departaents of the Central Govern- 
ment, Government pojicy in regard to stores, toriff, etc., and railwax 
policy in regard to rates. But the Committee laid more emphasis | 
on provincial industrial banks and felt that provincial banks would [ 
be better able to look after the provincial requirements of industries | 
than an All-India bank “even though the latter might have pro- 1 
vmcial branches.”" 


The Managing Agency System 

This system is of considerable importance in India for 
financing industries. Bombay owes much of its industrial develop- 
ment to it. In Bengal the system prevails in jute, cotton, coal and 
tea industries. In Ahmedabad the system is described as “ an 
unqualified success.”® In Bihar and Orissa the Managing Agents 
provide capital for caalritp iag, iron and steel, electrical enterprises, 
lime factories, iruta mines and sugar factories. 

The system as it prevails in different provinces is not exactly 
the same. In Bo mbay the M^aging..i^ents raise ca.pital^ 

Aeir fnends and others, attract private deposits and take loans 
§nd cash credits fr^ bankL The Central Banking Enquiry 
Committee, while not approving of the system, admitted that 
Managing Agents “ have rendered jeomen a, service to ind ustries :”* 

E ans from banks are obtained on the guarantee of the Managing 
;ents, but the guarantee is not required when advances are made 
iinst Government and other Trustee securities. 


: ISiV,,:. p. 286.-' ■ , ■ . . . 

3 ilcpofi of the Central Bmktng En^uir^ CommlUet^ p. 276, 

p. 2n. i * " k \ . 
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t/ In Gaicutta the Managing Agents are generally the founders 
of the concerns they mainage. TJey arrange for both block and 
wrking capital — ^they find the money themselves, or raise share- 
capital, or make arrangements with banks. 

^ In Ahmedabad, when a cotton mill is founded, a small amount 
of capital (about 25 per cent) is raised by share-capital and the 
balance is found by deposits and funds supplied by the Manaiging 
Agents. The deposits are received by mills generally for a 
year. They are made by individuals and also mill companies. 
Ahmedabad mills receive practically no assistance from banks. 

f The Central Banking Enquiry Committee drew attention to 
the “many serious drawbacks” of the system; (1) ^ome 
Managing j^^nts tra^e 3nd--.^^^ besides man aging their 

c oncern s. When speculation goes wrong, their financial weakness 
reacts on their concerns. Banks withdraw loans and cash credits. 
!A concern may be intrinsically sound, but may have to suffer for 
the sins of the Managing Agents. (2) A few cases were brought 
to the notice of the Committee in which the Managing Agents 
.turned thgfiiJQans to the mi|lsjntp. ‘deben tures, with jbe result that 
[the mills passed into their hands, and the share-holders lost all 
jthsff* capita!.* ’“'(3^^ ' The WsT eth ’ works satisfactonly when the 
iirtdu ffler a re prosperous : when bad times come and the Mcinaging 
j Agents have to find more money, they are in many cases unable 
|to do so. 

TTe (Committee suggeste d that indu st rial enterprise in India 
should be made less dependent _on^ t he Managmg Agency system. 
and that direct friendly re lations shou l d be establish ed between 
i ndustrial companies a nd commercial banks . 

External Capital 

The following statement shows the number and paid-up 
capital of joint-stock companies working in India, which were 
India or elsewhere: — 
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Regd. in British India and at work . 
Regd. in Indian Stales and at work . 

Total 


’ ; A^'W'4. 

No. Paid-up capil^L ^ 


9J48 

693 


29 1 crore rupees, 

» -^ »» ■ »f . . .. ■ ■ 

304 crore rupees. 


Regd. onlside India but working in 
■ British India 

Regd., ootside India but working in 
Indian States 


Total .. i;|--917 


573 millions. 
.. 13 ,, 

586 millions. 


Ij 1922-23 the number of foreign companies was 720, andl 
the am.ount of their paid-up capital about £487 millions. Asj 
compared with 1922-23^ there was a subsantai increase in the i 
paid-up capital of foreign companies working in the whole of j 
India ln_ 1934-35,^ Th£ adoption ^ of a pplicj of protection^ has :■; 
something to., da, mth, this. ■ "I 

The more important foreign companies working in, British 
India are the following: 


1934-35 



No. 

Paid-up capital 

Banking and Loan 

29 

in £ millions. 

94-2 

Insurance .. . 

143 

72'6 

Navigation' . ,. '' . ■ ■■■.., 

20 

42-6 

Railways a,nd Tramways . .. 

18 

25-1 

Trading,' and Manufacturing Companies . . 

365 

238-0 

'Tea, '■ 

174 

26-4 

Mining and quarrying (other than , coal.' 
and gold) . ^ , . 

30 

24-0 


Jute Mills 
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We camol lake' about' IjCMK) croi^ as the total .auiouiit .of 
foreign capital invested in India, The amoimt must be more than 
.this as foreigners are not debarred from owing shares in rui^ee 
companies registered in British India, or establishing such companies. 
The interest of Indians in foreign companies Js comparatively small. 

These figures bring out the importance of the stake of the 
foreign jnxtsigx^Kj^ The justification for ” safe-guards is 

also apparent. 

The question of “ flow of capital into India from external 
sources ” was considered by a 'Committee appointed in 1925, As' 
the Committee pointed out, the solution of the problem lies in the 
development of India’s own capital resources. Under the existing 
political and economic conditions foreign capital cannot be kept 
out. The present policy is tp^^^ m no discrimination between^ 
Indian and foreign capital except when Government grants parti- 
cular concessions to an industry; where definite pecuniary assistance, 
such as a bounty, is granted to any particular undertaking it is. 
required (I) that reasonable facilities should be granted for the 
training of Indians and (2) in the case of a public company, thsU 
(i) it should be formed and registere^^^ Indian Companies 

Act of 1913, (it) it should have a rupee capital, and (iii) a 
certain proportion of the Directors must be Indian^ 

These conditions seemed to the J. P. C. Committee to have 
been conceived in a very reasonable spirit,” and they did not think 
that any objection could be taken to them. But the Committee 
suggested a distinction between companies already engaged, at the 
date of the Act authorising a grant, in that branch of trade or 
industry which it is sought to encourage, and companies which 
engage in it subsequently. In the case of the latter the J. P. C, 
Committee recommended that it may be made a condition of ele- 
gibility for the grant that the Company should be incorporated by 
or under Indian law, that a proportion of the directors (not 
exceeding one half of the total number) shall be Indians, and that 
the Company shall give such reasonable facilities for the training 

of Indians as the ' Act may prt'scribe. case of other 

companies those ^eiigaged^ in , the .-industry concerned at^jhe 
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dale of the Act aulhonsing the boui^ or subsidy) , no such condi- 
tions should apply. Suppose an Act is passed granting 
bounties on the production of card-boards, or newsprint. Accord- 
ing to the J. P. C. all existing companies in India, whether they 
were incorporated in India or the United Kingdom, whether their 
directors were Indian or non-Indian, and whether they gave reason- 
able facilities to Indians for training or rigidly excluded them 
from their works, are eligible to participate in the grant. This is 
the strict requirement pf the principle of ‘Reciprocity*. 


'! 'jam u. 


CHAPTER XIX 


AGRICULTURAL CREDIT 

The establishment o f agricultural banks was recommended by] 
the Famine Coi^ission of !%1. The small cultivator all over! 
the country was financed by the Mahajan, who charged exorbitant! 
rales of interest. Far from being a help to agriculture, the soTvcarl 
had become, as the Famine Commission pointed out, in some places,? 
an incubus upon it. 

Ever before the Famine Commission of 1901 reported, the 
subject of co-operation, as a means of providing finance to the small 
cultivator on reasonable terms, had attracted the attention of some 
Local Governments. The f i rst step towards the investigation of 
the possibilities of establishing co-operative credit societies in India 
was taken in Madra s. An indigenous institution called Nidhis 
existed in that Presidency, which were organised on co-operative 
lines, and had a paid-up capital of 75 lakhs, with some 36,000 
members. The Nidhis were on the whole working successfully, 
and they suggested the establishment of co-operative credit societies 
in India. The Madras Government deputed one of their officers, 
Mr. (later Sir) j^d. Nicholson |o make a,study of co-operation, 
and in 1899 forwarded his monumental report, on the subject to the 
Government of India.^ The Government of the United Provinces, 
similarly, had deputed Mr. Dupemex to make enquiries into the 
subject in relation to Indian conditions, and his book entitled 
“ Peoples’ Banins for Northern India " appeared about the same 
time. 

The proposal was then referred in its more general form by 
the Government of India to Local Governments for preliminary 
consideration and suggestions. The opinions of Local Governments 
were considered in June, J90 1 , by a Committee under the chairman- 
ship of the Fineince Member, Sir Edward Law. The Committee 
reported favourably in 1.9Q3, and a draft P;-’ attached to their 
report. The proposals of the Committee < e c erred to Local 
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Governments for criticism, and when their replies had been received 
the Government of India took legislative, action to create co-operative 
credit societies. 

New l egislation was necessary as the old Companies Act of 
1882, with its numerous sections and elaborate provisions, was 
unsuited to the new type of societies intended to be established. 
Three things, chiefly, had to be dcinejl. (1) the new societies had 
to be excluded from the operation of the general law, and provisions 
framed adapted to their constitution and objects; (2) .it was, 
desirable to confer upon them special privileges and facilities; and 
(3) it was necessary to take precautions with the object of preventing 
speculators and capitalists from getting control of them. 

The object of establishing co-operative societies was defined as 
“ the encouragement of individual thrift and of nrutual co-operation 
among the members, with a view to the utilisation of their comGned 
credit, by the aid of their intimate knowledge of one another’s needs 
and capacities, and of the pressure of local jsublic opinion.” 

A two-fold classification of societies into urban and rural was 
adopted. In the case of both classes it was provided that the^ 
igiembers must be small jmen; that .drey must be resident s of . the 
same neighbou rhoo d; that new members shall be admitted 
election only ; that loans must 1^ made only t o members ;. arid tha| 
money shall not be lent on mortgage . Further, the inte rest in a 1 
society held by a .single m ember . wrgi.ljmitedj, so as to pre vent a n | 
isdividjjalJroiH.^ a nd in order to j 

preve nt spe cul a tion, shares were made transferable only subje ct to J 
cgEimiSS&islions. ^e Act passed in 1904 alsoj>rpvi4?d.a„simple 
fooB..ft£iegistiatiQn, and to deal with fraud, or bogus co-operative 
societies which might be established under the Act, power of 
compulsory dissolution, subject to appeal to the Local Government, 
was reserved. 

Other features of the Act of 1904 were as follows: unlimited 
liability was insisted upon in the case of rural societie s; it was laid 
down that profits were not to be directly divided among the memberj , 
and that any surplus tha^ migh t ac crue, should eith er be carried to 
a reserv e fund or be applied t o reducing the rate of interest upon 
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loans. : the societj^ was forbidden to borrow money without sanction ; 
and paum-broking prohibited, but ihe^pcjety was allowed to 
r^eive agiicidtoi:a! product^lis, security, or in^ payment of a lom,y 

i L imitati on ^ q|. jibaiiity and the distribution of profits, subject 
o the creation of a sufficient reserve fund, were allowed in the case 
}i urban societies. 


The privileges conferred upon the societies by the Act of ' 1904 
were as follows: ({) shares and other interest of members in the 
capital of a society^ ^were ^ exempted Jrom attachment for private- 
debts; (2) societies were relieved from the necessity of letters of 
administration or a succession certificate; (3) they were given a 

upon certain forms of property when created or acquired by*** 
means of a loan from them until the loan was repaid; and (4) an 
entry in the books of a society was made prima facte evidence in 
a suit to recover money due to it. The societies and then; operations 
Were also exempted f rpm income -tex stamp-duties and registration 
fees, and finally provision was made for compulsory inspection and 
audit of societies by a" Government o-fficer. 

The operation of ..the Act was restric ted , to credit'^only. T^? 
chief object of the measure , as we have seen, wa£^^ tq relieie 

a-OTCuItural indebtedness. 

: ,„■* 

The Act of 1904 was amended in 1912, and the amended 

Act is smi m force throughout the country, except in Bombay and 
Burma, where it was replaced by local legislation in 1925 and 1927 
respectively. Tl^amen<fe®l of the .1904 wa§..,pecessarj 

fw^the follo wing reasons: 

(1) The Act of 1904 did not apply to co-operative societies 
established for production, distribution or other objects, except the provision 
of credit The establishment of credit societies had led to the founding of 
other classes of co-O'perative societies also, and it was desirable that the 

pirmleges exten de d bv. the Ac t to co-oper jliaL..^^^ societj^^ s hould be 

extended to these other societies. 


(2) In the Act of 1904 societies Were classified according as they were 
** urban or rural,” and the liability of rural societies was unlimited. The 

distinction was found artificial, and in practice inconvenient. In t he A ct 

1912 societies were . divided into those with limited and with unlimited 
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liability, b«t^ jbc^princiglc^w^^^ that agrkiiltaral credit socklies^^miigi.^^ 

as^a_|CEcral nilt, lx mElb EBlimile'? 

(3) The Act of 1904 did EOt contemplate that societies with wislimiled 
liability sliauld distribute profits. Such societies* however, had come into 
existence in several Provinces, and were doing useful %vorIc. It was proposed 
to legalise their existence and to permit an unlimited society, with the sanction 
of^^he Local Governement, to distribute profits, 

(4) The Act of 1904 was framed to meet the requirements of primary 
credit societies only ; it made no provision for the higher finance of the move- 

Xiedk .sQ^klk^ Ahe .ipepTfers 
of _ which are other ^^o-operatiye credit s<xieties__ which finance. They 
had naturally come into existence soon after the initiation of the movement, 
and it was necessary to recognise their existence. 

l]3£-i^ljpj„JSl2. incprp.9xaL?dji£seJeat^i^^^ 

The early history of the co-operative movement in the Punjab 
is interesting. 

A few societies, organised on the co-operative principle, existed in the 
Punjab before the Act of 1904 was passed. Mr. (later Sir Edward) 
Maclagan and Captain Crostliwaite founded three societies in the Multan 
district in 1,^98, but jhey were short-lived. The esy^iriment ,jii the Bhakkar 
sul^dTvision of Mianwali was more successful. ^WW«ifi>wde 

here by Captain Crosthwaite in 1 900, and they w'ere working satisfactorily 
The first report on the working of the co-operative societies in the 
Punjab deals with the period of 5 months, from 26th October, 1904, when 
Mr. Wilberforce took over charge as Registrar, to 31st March, 1905. Mr. 
Wilberforce visited various districts of the Province with the object of explai- 
ning to the people the principles of the new movement, to select the types of 
societies to be founded, and to found the societies. He found that the 
knew nothing about co-operation. The vast majority of the people,** he 
says, ** had not even heard of the Act, and I did not meet one who had read 
it They had merely heard a rumour that Government was going to relieve 
their* indebtedness.*’ It had been^ decided^ Aat^^^societ be ^founded 

in 5 districi s whioh werfieledted as specimen districts of each of the 5 Divbipnsj 

of the Punjab. The districts selected were. ..Kama!, , , Hoshia|pur,| 
KJontgomery, Mianwali and Rawalpindi. Rawalpindi and Montgomery had 
to be left out as the proposal to start co-operative societies there did ' not 
receive encouragement from the local ollicers.^ 


*Th€ local ofiicers contcemed were; rebuked 'for discouraging the movement Tbe 

Remarks on the first report on , * . . — * * 
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. " Prospects , of success did not' seem, very bright .in the Kama! district 
, where 4 societies were founded. The societies,, says M,r. Wilberforce, ** are ^ 
regarded as Government banks, and the experience of persons taking advances 
from. Government has not always been h.appy, especially in ' Dist,ricts like 
Karnai,' where the- people have been accustomed for centuries to being 
plundered by petty Government officials. -At Shamgarh two members have' 
ventured to borrow small sums. Some of the depositors have also borrowed ' 
money to show that there is no danger of being plundered.^'f 

The movement met with a certain amount of opposition on the part of 
the moneylenders. They spread a rumour that those joining a society would 
be sued at once on either a real .or fictitious' claim, and treated wMi' the 
greatest severity allowed by law against judgment debtors. 

The Tahsildars of the Karnai district were to assist Mr. Wilberforce 
in persuading the cultivators to start societies. An interesting example of how 
the Tahsildars interpreted their instructions, and of the methods of persuasion 
employed by them, may be given here. Th e Tahsild ars thought that it was 
a Government ordjer that societies should be started everywhere. The 
Tahsildar of Kaithal therefore called the zamindars and lambardars of 
Kaithal together and told them that the Registrar was arriving shortly, and 
that before his arrival they must apply for registration. The forms of 
application were then distributed “ on which he ordered the amount of 
contribution (apparently by way of gift) of each applicant to be entered/’ 
However, in all only 5 applications were received. In one case Mr. Wilber- 
force registered a society, as the people, after understanding the scheme, 
approved of it. /‘In the other three cases the coerced contributors were 
practically all in debt, and naturally saw pq, advantage in borrowing Rs. 50 
I or Rs. 100 at 27 per cent from a money-lender to finance a society in 
I which they took no interest and of which they had no knowledge.”^ 

“ As regards the districts of Rawalpindi and Montgomery, the Registrar seems not to 
have attempted operations because the Deputy Commissioners concerned discouraged him, 
and in view of their attitude, no other course was open to him. But His Honour is unable 
to approve of the action of these ofScen, who have practically vetoed the selection of 
districts made by Sir Charles Rivaz, and have pre-judged the experiment because they 
did not feel sanguine as to its success. Sir Denzil Ibbetson expects active assistance from 
his Di|Btrict Officers who, if they know their districts as they should do, will have little 
difficulty in selecting the most promising starting points. They may have their own 
private opinions about the probability of success, and no one can feel quite sure of the 
result. But the intention of Government is that this experiment shall have a fair trial, 
with all the advantages which the co-operation of its officers can give it, and the latter 
must regulate their conduct accordingly.** 

tReport for 1904-05, p.Z ' 

* Report. 1904-05, p. 3. I 
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The movement promised more success in Hoshiarpur, where 3 societies 
were founded. Mr. Wilberforce found the people ready to listen to any 
scheme for their improvement. Unlike the people of Karnal they were full 
of enterprise. Another factor which was favourable to success was the 
existence of a large amount of capital which could be attracted by well- 
managed societies. This represented the money remitted and brought home 
from Australia, Africa and various parts of India. 

The Una lahsil of this district furnished a brilliant exaimple of 
spontaneous co-operative effort which deserves to be rernembered 
in the history of co-operative credit in the Punjab. T |iis i^ ihs 
Rajput society pf Panjaw§j, a village of average size, situated on 
the inner slopes of the Siwaliks. 

The society was formed in ^92. It was never fostered by 
the Government, and its existence was unknown for nearly 1 0 years. 
The founder of the society was Mian Hira Singh, the lambardar 
of the village. The cause of the formation of the society may be 
briefly explained. The undivided common land belonging to the 
village consisted of about 1 ,500 acres, of which about 900 acres 
of sandy, stony soil, which had been recently thrown up on the 
Panjawar side by the Sohan, was in danger of being washed away, 
and the res^t was exposed to attack by chos (mountain torrents) . 
Under the guidance of Hira Singh it was decided by the land- 
owners, 55 in number, who joined the society, to i]sasd__over_shs.’\ 
whole of the undivided land to an elected committee, which was Jo ' 
ap^ the income from the land (1) in managing and improving \ 
the common land, (2) in taking over the mortgages held by out- | 
siders on behalf of the mortgagors, (3) in making ordinary advances, i 
cm3 generally for the improvement of the village. * 

The Registrar was able to report in 1905, .that by taking 
appropriate measures (planting of grass and trees) the society had 
saved the land thrown up by the Sohan from danger, and arrested 
the attacks of chos to a great extent. In addition, the society had 
taken over all the land mortgaged to outsiders at a cost of over 
Rs. 10,000, and had lent about Rs. 3,000 on short loans at 6 per 
Icent. In view of the success attained by the society the Registrar 
Jconcluded that t he Paniawar type of was the best for villa|es]|^ 
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possessing imdlivided! common land, and he endeavoured to start 
societies of this type in the Hoshiarpur districL. 

fje sought to promote two other types — one which he called’ 
the ‘‘ mon^'depojit.j^jpe,” and , the other the ^ “ Mianwali type.” 
The money-deposit type had no share capital, but operated with 
fixed deposits (bearing interest), obtained as far as possible entirely 
from members, and made advances to members at a higher rate of 
interest than that ?iIlowed to depos itory. This type of society was 
meant for the prosperous villages of the central Punjab. 

The Mianwa li type w as reco mmended for poor commun ities^ 
Reference has been made above to five societies founded in the 
Mianwali district by Captain Crosthwaite. The capital of these 
societies was raised by voluntary grain subscriptions after the rain' 
harvest. The value of these subscriptions was credited to the 
member’s account, and was not returnable for 1 0 years. The grain 
subscribed was partly kept for seed advances at the next sowing 
and partly sold in order to provide funds for money advances. In 
the beginning advances were given only for seed and purchases of 
cattle. Interest was charged at rates varying from 5 to 16 per cent 
and was gener ^y pay able in grain . The society’s profit consisted 
of interest, and in cases of advances for sowing, of the difference in 
the price of grain at harvest and at sowing time. 

The Registrar, h owever, dki-not take long to realise that both 
the money-deposit a nd the Mianwali. types of... society,, were riot 
suited to th e P unjab, m^ werp n ot like ly to become popular^The 
Mianwali type offered no inducement for sav ing, as it allowed no 
interest on deposits.@In the money-deposit type the element of true 
co-operation was lacking — ^the society financed the poorer members 
%vith money borrowed from the wealthier members, or at their risk. 
It yaas.-ja^re a philanthropic institution than a co- operative credit 

ssfflsiy- 

“ The type of society now coming into favour in the Punjab,” 
wrote Mr. Wilberforce in his report for 1906-07, ” is one adapted 
from the system popularised in Italy by Signor Luzzati.” 
tjfpe, jadopted with certain modifications in the Puniab. Jhe-members 
&ame s^re-holders by pay^nt of 10 compulsory annual insta l- 
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ments. No divide nds were to be declared for iO je<u's,,.when ^ 
ihree-quarters of the profits were to be di vide d ^ong the shai?- 
holders, the remainin g fou rth bein g transferred t o the reserve fu nd. 

This type of society.ihe R e gi st rar points out, 'svas devised not 
by any Government o fficial , but by the zamindars of the Gurdaspur 
District. He regarded the share-capital society as possessing 
spraaTadvantages from the point of view of the Punjab agricul- 
turist. The Punjab agriculturist was thrifty enough — encouraging 
thrift among the Punjab peasants the Registrar likened to “ bringing 
coal to Newcastle ” — but he had to learn to make a proper use 
of his thrift.’^ The dividend which a member of this type of society , 
would receive after 10 years was like a pension , for the sake or 
which he might forego his petty extravagances. At the same time 
an institution is created which finances him on reasonable terms. 

Ip 1.906-07. 95 sodeties working, ia, the, o f the . 

share-capital type, 63 . .were working only, with fixed deposits, and 
1.6- on Mianwali Ijae.s. 

The progress of the, rnovement was..r^id. In the review of 
the report on co-operation in the Punjab for 1913-14 it was noted 
with satisfaction by the Government that the Punjab possessed a 
larger number of societies than any other Province in India, and 
that the Punjab agricultural societies had collected larger sums as 
share-capital and deposits than all other societies of the same class 
in India. In 1913-14 the number of agricultural societies in the 
Punjab was 2,780, the number of members over 1 lakh, and the 
amount of working capital about 1 cvore. 

The development of co-operative societies in the Pimjab has 
been on the lines foreseen in 1 906-07. Share^cagital preponderates, 
while deposits from me mber s are comparatively small. 

The growth of the co-operative movement in British India is 
shown by the following statement: 






V*. 


^Report for 1906-07, p. 3. 
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1913-14 1930-31 1935 - 36 ' 


No. of societies at the close of the year 

14,881 90,064 

91,119 

No. of members in thousands ' , . 

696 

3.891 

4,030 

Working, capital: 




Loan from private persons, other 




societies and banks, lakhs 

4,77 

56,65 

54,87 

Share capital, lakhs 

1,10 

10,60 

11,81 

Deposits from members lakhs 

1.15 

6,13 

7,78 

State Aid . . ' 

9 

1,14 

89 

Reserve, lakhs , . 

33 

9,07 

9,78 

Total working capital, lakhs 

7,44 

83,60 

85,13 

Loans issued to members and other 




societies, lakhs 

5,04 

37,91 

35,25 

Progress has been substantial. 

Between 1913-14 and 

1930-31 the number of societies and 

of members increased more 

than 6 times, working capital more 1 

than 1 1 times and loans to 

members and other societies 7 times. 

This is no : 

small achievment. 

And yet co-operation has so far only touched the fringe of the 

problems of indebtedness. 




Proportion of Members of Agricultural Societies to Families 

IN Rural Areas 

(I928).« 




Ait societies Credil socie- 


per cent 

ties per cent. 

Ajmer-Mewara 

15-4 


150 

Assam . . . . 

2-9 


2-9 

Bengal .. 

4-4 


3*8 

Bihar and Orissa • . 

3-2 


3-1 

Bombay . . 

100 


87 

Burma 

3-9 


3*7 

Central Provinces and Berar 

2-4 


2*3 - 

Coorg 

36-2 


36-2 

Delhi .. 

1 1-5 


irs 

Madras . . . . 

8-3 


7*9 

N.-W. F. Province • * 

0-2 


0*2 

Punjab 

10-9 


10*2 

United Provinces , . 

1-8 


1*8 


* Report of the Agricultural Commission, p. 447 , 
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Among the major Provinces the largest proportion of the 
rural population affected by the co-operative movement was in the 
Punjab, but even in the Punjab 89 per cent of the rural population 
was not touched by the movement. This proportion for the other 
Provinces was : Bombay 9 1 '3 ; Madras 92' 1 ; Bengal 96‘2 ; Burma 
96'3 ; Central Provinces and Berar 97' Z and the United Provinces 
98'2. 

According to figures for 1935-36, Bengal had the largest 
number of agricultural societies, 21,112, the Punjab following 
with 18,559. But Punjab had the largest number of rnembers, 
632,000 as compared with Bengal’s 507,000. Ignoring Coorg , 
the Pun jab leads the , re st of Indi a if o ne considers the number o f 
societies p er 1 00,000 inhabitants, thejiumber-o£-mem be r s. per 1 . 0 00 
inhabit 2 ints or working capital per head of the populatio n. 
Roughly, about 14 per cent of the rural population is at present 
affected by the co-operative movement in the Punjab. 

The assistance given by agricultural co-operative societies in 
the Punjab to their members steadily decreased in the years of 
depression, when, presumably they required more help: 


j 


No. of agricultural No. of members Loans to members 




credit societies 

in 1000 

Total Lakhs Per member 

1927-28 


14,427 

414 

237 

57 

1928-29 


15,468 

455 

241 

53' 

1929-30 


16,125 

483 

216 

45 

1930-31 


16,297 

499 

140 

28 

1931-32 


16,247 

490 

80 

16 

1932-33 


16,268 

484 

79 

16 

1933-34 


16,384 

485 

91 

19 

1934-35 

• • 

16.557 

493 

96 

20 

1935-36 

• • 

16,820 

506 

97 

19 

1936-37 


16,982 

514 

97 

19 

Attention 

may 

be drawn to 

the decrease in the 

loan per 


member from Rs. 57 in 1927-28 to Rs. 19 in 1935-36 and 1936-37. 
Is a loan of Rs. 19 or Rs. 20 sufficient to meet the needs of the 
cultivator in a year? It is certain that even co-operators are 
compelled to have recourse to the mahajan. The co-operative 
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movement, in spite of the remarkable progress it has made since its 
inception, is stiii far from having solved the problm..,j3f rural 
indebtedness. 

Loans are made by agricultural credit societies for all objects, 
the most important of them in the Punjab, in the order of their 
importance, being; debt, cattle, land revenue, trade, ceremonies, 
land purchase, building, seed, grain, house-hold, land-redemption, 
fodder and wells. Even loans for litigation are not barred. 

In the year 1935-36, 14‘27 per cent of the total loans were 
made for the payment of land revenue. “ The proportion of 
loans advanced for revenue ”, says the Punjab Report for 1935-36, 
” shows a steady decrease, but it is very high in some districts, 
notably Montgomery, where over 50 per cent of the loans are 
for this purpose” (p. 27). 

There are all kindb.jgJ jSbm-Agrku ku^ societ)ii i>— societies, .of 
small traders and business men, of artisans, menials . and-labourers, 
college co-operative stores and big societies likejthe Lahore Model 
Town Society, and the North-Western Railway Society, which 
has a working capital of 34 lakhs and a membership of over 15,000. 
As regards production and laboui societies in the Pimjab, the 
less said the better — such is the Registrar’s comment.^ Industrial 
societies of artisans have to contend against many difficulties. The 
Registrar notes that weavers, particularly those working in artificial 
silk, ” are finding it impossible to stand up against machine-produced 
goods from Japan and elsewhere.”^ There are also non-1 
^ricultural thrift and better living societies, the chief obje ct „of I 
the Jatter __b£illg. .ihe_ reduction of. expenditure on ceremo nies. I 
Depression has aided this propaganda. “ The villager,” says the” 
Registrar, “ had some reason on his side who met the better living 
propagandist with the question: ‘ Wliere were you when our 
pockets were full ’ ? What is the use of this sermon now when 
we are broke? ”“ 
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Gs-operators in the Punjab are not lacking in the $ense of 
humour— the Registrar prefers the word ‘ casuistry.’ An old man, 
a co-operator, married again, the first marriage having been barren, 
and spent money on the occasion beyond the permitted scale. His 
society waived the imposition of penalty on the ground that the 
expenditure was, in a sense, productive.”'* 

Among agricultural societies in the Punjab we may specially 
mention stock-breeding, milk-re cording, better- f arming . _silt.-clea,rance V 
and consolidation of holdings so ciet ies. 

Consolidation of Holdings 

Consolidation is a_xemedy a ga inst sca t tered holdings,. 

6 2.000 acres were consolidated in the Punjab in 1932-33 (60,000 
acres in 1931-32 and 73,000 acres in 1930-31). The number 
of blocks of land was reduced from 91,500 to 15,400, and the 
average size of block increased from 0‘67 to 4*02 acres. For this 
work the staff employed (paid by Government) was 8 Inspectors 
and 1 04 Sub-Inspectors. The cost to Government was Re. 1-13-1 
per acre and ri3 lakhs in all. In the year 1935-36 over 92,000 
acres were consolidated. In spite of additions to the temporary 
staff the cost of consolidation has fallen to Re. I -6- 1 1 per acre. 
The area consolidated was 120,295 acres in 1936-37. Th e total 
area consolidated in the whole provi nce up to 31st Tulv. J.932*_vvas 
79 1.3 58 acres . This is mon ey welt spent, even from the point o f 
view of the, .Governmen t. The cultivated area increas e s as i h.e. 
result of consolidation and there i s thu s more l and revenue for the 
Government. 

The number of new wells sunk following on consolidation 
operations in the Punjab since the work started is 1,741. 

In some districts part of the cost of consolidation operations 
is borne by the owners concerned. 

The advantages of consolidation are recognised; the Registrar, 
states that there is now a brisk demand for consolidation even in 
villages where no propaganda has been carried on. 
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At present consolidation is on a voluntary basis, but the ques- 
tion of legislation in this connection (to coerce a minute recalcitrant 
minority) is being examined. 

Land Mortgage Banks 

The deposits which the ordinary credit society receives are 
withdrawable at short notice; the loans made to it are also for 
short periods. It follows that the ordinary credit society cannot 
engage in business in which its small resources would be tied up 
for a long time, or lend money on security which is not easily 
realisable. Such is the nature of land mortgage business. 

It^ is also obvious that if credit societies refuse to make; 
advances to their members_pn the security of their land, they will 
be driven to the money-lender for Ipng-term loans of large amount. 
Hence the need for a new type of financing agency — the Land 
Mortgage Bank. 

The first Land- Mort gage Bank was established in the Jhang 
District of the Pi^ab m 1920, and was for several years the only 
institution of its kind in India. At present there are 1 2 co-operative 
land mortgage banks in the Punjab, 10 in Madras, 3 in Bombay, 
2 in Bengal and 5 in Assam. 

Our mortgage banks were described by the Central Banking 
Enquiry Conunittee ( 1 929) as ‘ guasi-co-operatiye/ Tim purely 
cq-operatiye type of mortgage bank has no capital, keeps the rate 
of interest low, and does not aim. at profit. “ Each member pays 
a smalLentrance fee to meet the necessary expenses, initial cost of 
land valuations and other incidental charges. Cre^t is created by 
the issue of .mortgage bonds bearing interest, and made payable to 
bear er.”'^ The non-co-operative type of mortgage banks, of which 
a good example is Credit Fonder de France, work for profit and 
declare dividends. The purely co-operative type is represented 
by the Prussian Farm Mortgage Mutual Credit Associations. 

• The Central Banking Elnquiry Committee made a number of 
’ useful recommendations about mortgage banks. They are sum- 
marised below: 

s Report, Central Banking Enquiry Committee, p. 154. 
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1. The objects of such banks should be; (a) the redemption 
of land and houses of agriculturists, and the liquidation of old debts, 
(b) the improvement of land and methods of cultivation and the 
building of houses of agriculturists, and (c) the purchase of land 
in special cases. 

4/2. Loans might be granted for stated periods of 5, 10, 15 
or 20 years. The amount of individual loans should be limited to 

a maximum of Rs 5, 000, v and should in no case exceed 50 per 

cent of the value of the mortgaged security. 

3. The repa yment of loans should be by a system of ^uated, ^ 

payments, the whole loan being thus repaid at the end of a period 
of years. > 

4. The working capital should be derived from two sources, 
viz., share capital and debentures. The foreign experts whom the 
Committee consulted suggested that the proportion of debenture to 
share capital should be 5:1, but the Committee left it to the discre- 
tion of co-operators in each Province to raise debentures to the 
extent they considered necessary. The Committee, however, 
insisted that the value of the debentures outstanding should in no 
case exceed the outstanding amount imder mortgages given by the 
borrowers and over which the debenture holder had a floating 
charge. 

5. The debentures should be issued by a central institution, 
called the Provincial Land Mortgage Corporation, from which the 
district mortgage banks should be entitled to obtain the necessary 
finance. This Corporation is to be entirely distinct from the 
Provincial Co-operative Bank. 

6. The Committee definitely recommended that §l, land 
mortgage bank should have the power of foreclosure and sale 
wthou t ryo urse t o civil courts , subject to the right of the aggrieved 
party to question this action of the bank in the civil courts. 

7. The Committee noted , that t he Land Ali enat ion Act 
(where it existed) tended to the replacement of the non-agriculturist 
by the agriculturist mone y-IendenwIiiici rne ^satT^^ the pro jtecilon 
Q|jll£ srna!l peasant proprietor against th e bigge r agricult urists; led 
t o the re stri ction of Joans b y the n qn-agriculturist m on ey-le nde r and 
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■enhancgae nt of hi s rates; an d w as ^source of troubJe_ in so far 
as It impeded the fr ee trans fer of land; “Moreover, the double 
object of preventing the free mortgage and sale of agricultural land 
and the provision of credit for the economic benefit of the agri- 
culturist through co-operative land mortgage banks, cannot easily 
be achieved.”® The land mortgage bcinks must have the right to 
take possession of land through foreclosure on default of the 
payment of the instalment of the loan and to sell it. But the sale 
may be to agricultural classes according to the provisions of the 
prevailing legislation. 

8. Finally, t j^e Comm ittee j:.ecQmin.eoded ..the develppment-of 
well-organised joint-stock land mortgage, banks for the benefit, of 
land o wne rs who cannot be adequately served by co-operative 
mortgage banks. 

The working capital of the 12 mortgage banks in the Punjab 
amounts to 18-1/3 lakhs, of which share capital is less than 1J4 
lakhs. Over 15 lakhs of the total is a loan from the Punjab 
Provincial Co-operative Bank, over Yi lakh a loan by the Punjab 
Go-operative Union. Government has lent Rs. 27,000. 

The business of the banks is at a standstill, “ their only . 
activities being the collection of their dues.”” The chief. cause o f 
this unsatisfactory state of affairs is the heavy fall of agricultural 
pricesr" The b'uTden ”‘o»f '“the -toatife taken By ' ' agriculturists has 
increased 3 or 4 times their original value ; the borrowe r i s genuinely 
unable to meet his' obligations. The property held by the mortgage 
i^nks a s security is no longer suffi cient to cover the loans; \^CTe' 
there have been foreclosures and the taking over of the debtor’s 
lands, it has been found that the total sum to be derived from them 
was not enough to cover interest charges, the principle remaining 
unpaid. “ Unless, ” says the Registrar, “the rise in values comes 
pon, the Banks may have to face considerable losses.”® There 
is more than one reason for wishing that the rise in values may come 
soon, but it is doubtful if any substantial rise in values is coming 
soon, or at all. 

p. 176. 

Punjab Gs-operalive Report* 1932-33, p. 38. 
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The problem of overdues is a serious one. There is no hop e 
of recovering the amounts overdue but for economical, financial 
and also psychojogical rea s ons it is diffic ult to write off the overdues. 
It is feared that if even a portion is written off the zamindar dEBtor 
would be encouraged to think ‘that if he waits long enough his 
entire debt will be written off ’. This is the ‘ psychological ’ 
difficulty. 

Tire ReserTC__Bank insists o n separating irrecoverable or 
frozen debt from the pew business of s ocieties. The co-operative 
department thinks that the Reserve Bank has ‘ very imperfectly 
realised ’ the practical difficulties of dealing with the problem on 
these lines. of co-operative so cieties is to restrict, 

new loans to short term purposes, to secure these strictly ‘inf 
accordance with the terms of the debtor’s bonds ’ and ‘ to attemp,tjk> | 
recover, ip addition, harvest b y harvest, as much of the accumulated I 
past debt as their members are in a position to pay.’ It is admitted » 
that in theory the determination of bad debts is eminently soimd, 
but in actual practice exact determination is ‘ almost impossible.’ 
The experience of the co-operative department is that ‘ a small 
turn of the agricultural wheel of fortune results in many apparently 
bad debts being repaid partially or in full ’ (pp. 6-7, Punjab Report 
for 1936-37). The co-operative societies are apparently waiting 
for this small turn of the wheel. It may take long in coming. 


Reserve Bank Report on Agricultural Credit 

The Reserve Bank issued a special report in [937 discussing 
the financing of agriculture and explaining its position in regard to 
the assistance which it is exacted to give to the co-operative move- 
ment. A summary of this report is given below. 

The financing of agriculture is not a simple matter. The 
assistance which credit agencies can render to agriculture is deter- 
mined, among other things, by the nature of agriculture itself. 
Agr iculture cannot expect to h ave the same credit facilities as 
manufacturing in dustries for the'lono^^Teaibns?=^'~*^^ — 
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(i) Manufacturing industries tend to be organized on a 
very large scale, while agriculture remains scattered, 
individualistic, small-scale, and chaotic. 

(I'i) Agricultural work is largely incapable of subdivision 
into simple processes which may be mechanized. 

(Hi) Agriculture largely depends on factors which the 
farmer cannot control, e.g., weather. 

(iv) 'It is difficult for the farmer to curtail or mcrease 

^ , production of particular crops according to the fall 

or rise in their prices. 

(v) The nature of farm economy develops social 
characteristics and habits of mind which are an 
obstacle to corporate effort. 

Indian agriculture is subject to special handicaps, which are 
the following: — 

'1. The average agricultural holding is small and the 
quality of the land is generally poor. 

2. Holdings consist of fragments scattered over different 
places. 

3. Yield per acre is very low. 

4. The cultivators, who are illiterate and ignorant, are 
not in a position to benefit much by scientific 
research which has led to increased productivity in 
other countries. 

5. Few cultivators If ollow any subsidiary occupations. 

! 6. They carry a^ heavy load of debt. The result of all 
1 these factors is that agriculture in India is carried 

I on “ as a mode of living rather than for an^ profit." 


Long Term Credit 

The cultivator r eq uires cre dit both for the long and the simrt 
i period. Short term credit is required for the marketing of crops 
I and for productio n. Long term credit is requ ired fp^(i) purchcise 
I of Ig^ pd, (n) ^amTOsinTToriiKft more expensive, durable, improye- 
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TTie total rural indebtedness of India was estimated in 1929| 
at 90 0 crores and the burden of i ndebtedn ess has^dbublied OR account | 
of the fail in prices. Unless and until this crushing burden of! 
accumulated debt is removed or reduced to an extent that willl 
make it possible for the agriculturists to liquidate it from their owm 
resources, it will be futile to attempt rehabilitation of their credit.| 
The d^ tjnusLJbifi.. tedk^d..eithg>: jn jj^pect of jhe capitd. ammmt 
or^e rate of interest, or both . Even if such reduction is voluntary ^ 
Coyarnmjent^Quldjumie..Ja.JhC™.?^§i§tan^ 

credi tors . Government may give to creditors a quid pro quo in the 
form of a simplified legal procedure whereby creditors may be able 
to recover their reduced debt. If the volimtary adjustment of capital 
and interest is supplemented by some form of direct or indirect 
Government assistance as regards repayment, creditors generally 
will be prepared to accept very considerable reductions. 

Provincial Governments may provide regular machinery where- 
by long term debt settled by the Concilation Boards could be 
recovered in small instalments. 

The problem cannot JhoweveLJbe_spIyed merely „by ..wiping off 
or _ reducing prewus^^^^ S uita ble and effective-jmeasure s Avi ll 

be necessary to prevent .^.jrelapse. The peasant must be educated 
out of his ingrained habit of improvidence. Further, his credit must 
be restricted so as to make it difficult for him to incur debt except 
for genuine agricultural requirements. 

The Reserve Bank report does not discuss the relation of land , 
revenue to debt. Under existing conditions the peasant is forced 
t o borrow to pay the land reve nue. Unkss the re is a complete 
change in Government Icuid revenue , pplky , an important cause of 
agricultu ral indebtedness will still remdn. 

The report refers to Land Alienation Acts and Tenancy Acts j 
and comments on them unfavourably. Such legislation has Jtended I 
to destroy the credit of the p^sant;prqprietor .and the tenant. “ In | 
fact, in certain provinces recent legislation is apparently having the 
efFect of inducing the moneylender to draw in his loans and dis- 
continue further advances.” 
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Land Mortgage Corporations 

Long terra credit is provided for the peasant by Land Mort- 
gage Banks. 

Our land mortgage banks are of a co-operative character. 
The Reserve Bank doubts whether a land-mortgage system, which 
is co-operative from top to bottom, is the best for our country. It 
favours a system in which the apex institution (Provincial Land 
Mortgage Corporation) is run on commercial lines as a business 
proposition with provisions limiting its dividends. 

With regard to the question of direcj, financiaL.a^^ 

Ae Reserve Bank to the.e xisting co-op erative LandlM-Oitgascc Banks. 

is clearly stat e d that the Reserve Bank can not afford to lock 
up i ts funds in their debenture s until the ready marketability of ihe 
ide] yntures is clearly d e monstrated : and if and when it decides to do 
jso, it can employ only a very limited portion of its capital for this 
: purpose. 

•'i' % v,. 

■ '* ■ 

' Short-Term Credit for Marketing 

T his is provided bv (i) Commercial Banks; (ii) 
Co-operative Banks and (Hi) chiefly by the indigenous banker. 

Commercial banks are anxious to develop their business. 1 he 
chief factor hindering progress is the extraordinary diversification 
of marketing conditions throughout India and the manner in which 
produce contracts are drawn. T he r esult is that the financing of 
crops has been left almost entirely either to the money-lender or to 
importing and exporting houses. 

The following improvements in the marketing machinery are 
suggested: — 

(i) The ^ples against which advances are to be made 
shotild DC reasonably standardised. There should 
i . be similar standardisation of the contracts relating 
to them. Standardisation would create definite, 
and easily realizable securities for advances. 

' (ii) Provision should be made in regulated markets for 
properly storing the staples under proper supervision 
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and under conditions which will permit of their being 
insured. 

(in) Attempt should be made to create throughout the 
country properly regulated forward markets, so that 
the value of the produce may be hedged and the 
risk of violent market fluctuations mitigated. 

Special machinery is required for financing the current needs! 
of the agriculturists. So far the commercial banks have held aloof! 
from this held. Possibly the bigger landlords are able to borrow 
from commercial banks. “ The ordinary cultivator has to have | \ 
refource to the money-lender.” ■ < 

It was thought that co-operative credit would rescue the 
peasant from the clutches of the money-lender. This expectation 
has not been fulfilled. On an average co-operative credit societies 
supply only about 6 p.c. of the finance required for the current needs 
of agriculture in India as a whole. y: 

Co-operative credit societies are face to face with a very 
serious problem, that o f _Qverrdues,. The over-dues are every- 
where large and have in effect become long-term loans. 

It has been suggested that such debts may be transferred to 
land mortgage banks. But that might endanger the existence of 
these banks. The report states that so far as overdue debts are 
beyond the capacity of the debtors to pay even in prolonged instal- 
ments, they must be reduced. 

The Co-operative Central Banks must first reduce debts so that! 
the agriculturist can pay them out of the profits of agriculture within,| 
say, 20 years. The irrecoverable po rtio n w ill have to written„Qffl^ 
from the reserve other funds of co-operative banks. 

The report makes it clear that co-operatiye societies will get 
no heljp from the Reserve Bank xmless they are able to separate their_ ' 
long-term debts feom. other business. Agricultural paper which 
represents the renewal of bad loans, coming through co-operative 
banks, will not be re-discounted by the Reserve Bank. 

^^^|>^’The following suggestions are made by the Reserve Bank as 
to how Co-operative Societies should work in the future: — 
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(0 Loans must be Strictly limited to cultivation finance. 

This should ordinarily mean expenses in connection with agri- 
cultural operations like ploughing, sowing, reaping etc. But loans 
may be made for purchase of cattle and implements and also for 
maintenance of the fanner’s family till the next harvest. 

(i7) There shou ld be no over;.financing or over-lending. 

(ill) If loemsJbaYe .to be made whi ch can not be repaid Jn 

one ve an- (e.jg.. for replacement . of cattle), such 
loans should not extend to say more than two years, 
and provision should be m ade , for , their repa ymen t 
in, equal instalments, 

' (iv) All loans must be , issued in instalments as money is 
required, not in..ojoifi. lump sum. 

‘ (v) If loans are not repaid within the stipulated period, 
immediate steps ^st be taken to recover the amount, 
raless there is a crop failure. 

The report of the Reserve Bank on agricultural credit is an 
important document which deserves to be carefully studied by every 
one interested in the welfare of peasants and particularly by the 
Punjab Government who have initiated a senseless campaign against 
the money-lender, which must tend to destroy the whole foundation 
of rural credit. The pr db lem is fa r to o complicated to be solved 
by abusing the money-lender, by penalising fraud and dishonesty 
in money-lending transactions (this is not an argument against such 
legislation) or by the attempt to make the money-lender .bear, the 
whole cost of indebtedness .relief. Government must share the cost 
of this relief, or the problem will remain unsolved. 

We may also usefully study the methods of farm relief in 
other countries. The heavy fall of agricultural prices had a ruinous 
effect on peasants throughout the world, reducing their income and 
increasing their burden of debt. What action was taken in 
different countries to assist agricultural debtors? 

Farm Reuef in other Countries 

The relief of agricultural indebtedness has been thoroughly 
studied by Sig. G., in the pages of the ‘ International 
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Review of Agriculture,’ Rome (January, February,, March and 
April, 1937).^ He divides the States JntQ 3 Groups , ( 1 ) Stales I 
that have taken fadi czJ measure aiming directly at relieving the 
farmers from the burden of their ’debts, (2) States that have directly 
intervened in the matter, but have endeavoured to assist debtors 1 
without affecting the interests of creditors, and (3) States that have| 
helped the debtors mainly by indirect means, ‘or by a general 
policy of strengthening and protecting agricultural economy, but 
without violating the principle of respect for obligations incurred. ; 

‘ It is needless to say,’ says Sig. Costanzo, ‘ that the plans for 
the adjustment of debts have involved the Governments in financial 
operations often on a large scale ’ (p. 1 2 E) . 

This is in marked contrast to our own policy. Here we 
propose to relieve agricultural indebtedness without spending a pie 
of Government money! 

Sig. Costanzo has not failed to note that the m dical measures 
adopted in certain countries (compulsory reduction of the rate of 
interest ctnd of the capital sums due and application of a moratorium) ' 
*, h ave usually had results contrary to what was hope d from the m.* 
t hat is, contra ction of credit . Violent disputes also broke out 
between debtors and creditors which made it necessary for public 
authorities to adopt ‘new measures in order to calm the people * 

(p. 12 E.). ^ ^ — — , 

Hi s stiJidy_ lead&J>im to.-jJ3£Ja3n£k§ion that the rea4ltS..o£.dkastjc 1 
public interference in debtor and creditor relatio ns are ‘ regrettable ’, j 
and that a wiser course is to adopt measures ‘ that respect cont ract ual f 
obligations and_ p rotect the distressed debtors widiout too gre atly i 
sacrificing the cred itors, such as the rep ayme nt of the d ebt by inst^" ' 
ments over a series of yeaw, cojatribution bv . thfi;..StateJx rwards th e 
payment of mierS et^ (p. 12-3 E). He als o considers it 
essenti al ‘to go to the root of the evil,’ that is to rais^.agxiculiuxal . 
pric^ to a re munera tive level. | 

Reasons of space compel us to notice only the chief features 
of the indebtedness legislation of different countries. For fuller 
details the reader must refer to Sig. Costeinzo’s articles. 
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Central AND Eastern Europe 

1. Germanjj.— Total indebtedness of German agriculture 
was estimated at 1 1,300,000.000 to 1 1,400,000,000 marks on July 
1 , 1935. The interest payable annually was 1 ,000,000,000 marks 
in 1931-32 and 650,000,000 marks in 1934-35, a reduction of 
more than a third, 

‘ Osthilfgesetz ’ (law to help Eastern district) was passed in 
March, 1931 and completed by other legislative measures in 1931 
and 1932. Under this law the floating debts of a needy farmer 
were replaced by a special loan granted by the Bank for German 
Industrial Securities. The resources needed for the relief of 
indebtedness were obtained to a large extent from a fund formed 
by levies imposed on industry. The Government guarantees up to 
25 per cent of the loan in the event of the non-payment of the 
mortgage loans created in relieving the indebtedness. 

Hitler’s Government introduced measures of protection against 
distraint. The regulation of the debts consists mainly in the 
reduction of the interest to a rate of AYi per cent. Under 
certain conditions the capital sum may be reduced by 50 per cent. 

2. Bulgaria . — law of April, 1932 granted facilities for 
the extinction of debts by allowing a postponement of payments and 
by a reduction of the rate of interest and of the amount of the debt. 

A new law (Jan. 1934) granted a large measure of relief to 
the debtors and ‘ gave to the creditors the assurance of recover- 
ing the sums due to them, the State intervening to pay the difference ’ 

(p. 75E.). 

Maximum reduction in the capital sum is 40 per cent. 

3. Greece. — Under a law passed in January, 1930 a si>ecial 
court could grant to feirmers a suspension for 5 years for the repay- 
ment of their debts and for the cinnual charges to be paid. Special 
measures taken to lighten the debts of peasants are the following: 
(i) exemption from distraint of a certain area of Imd, e.g., about 
5 acres of arable land or 114 acres of vineyard, etc. (it) the annual 
charges not paiid by the farmers who benefitted by the agrarian 
reform will be payable in 25 years, (Hi) debts to the Government 


AGRICULTURAL CREDIT 

of certain refugee peasants were reduced by 40 per cent and the 
rate of interest on such debts was reduced from 8 to 3 per cent. 

4. MttngctTy . — ^Decrees issued in 1932 gave facilities for the 
repayment of debts. A decree of 1 933 granted in addition a con- 
tribution of the State towards the payment of interest on certain 
classes of debts. Further, indebted land-owners have been protect- 
ed against distraint, and the rate of interest has been reduced. 

Provision was made for giving compensation for losses suifered 
by credit institutions on account of the reduction of interest. A 
special fund was set up, out of which the State will make the 
payment of 25,000,000 pengoes necessary for the reduction of the 
debt of owners of farms less than 10 arpents in area. 

The protection afforded to debtors tended to become an 
obstacle to a further grant of credit. ‘ Green credit ’ or production 
credit, was therefore excluded from the protection of debtors. 

5. Poland . — For long-term debts due to individuals a period 
of exemption from the repayment of capital was allowed, and 
interest fixed at 6 per cent. The postponement of repayment was 
later extended to 1st January, 1938. It affects the repayment of 
capital. TTie payment of interest is compulsory. 

For short-term debts due to individuals, dating prior to July 
1, 1932, the Decree law provides for compulsory conversion, that 
is, these debts must be paid in 14 years, the rate of interest fixed 
being 3 per cent. 

6. Rumania . — Provision has been made for the reduction 
of a creditor’s claim by 50 per cent; the remainder is payable by 
half-yearly instalments over a period of 1 7 years, with interest at 
3 per cent. Debtors agreeing to pay the reduced debt more quickly 
get the benefit of reduction of 60 or even 70 per cent. For example, 
debtors who pay the reduced debt within two years from the date 
of the publication of the law, will benefit by a reduction of 70 per 
cent on the condition that they pay, in the course of the first year, 
at least 15 per cent of the total amount of the debt, interest 
included. 

In this little coirntry the problem has been faced ‘ in all its 
amplitude.’ Taxes have been reduced suid action has been taken 
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to raise the prices of cereals. The State has granted aid to debtors 
for the liquidation of their debts, and it regulates foreign commerce 
with the object of developing exports of agricultural produce. 

7. Czechoslovakia . — Government decrees of 1935 reduced 
rates of interest and granted facilities for the payment of debts. 
In the case of a long-term debt the debtor is called upon to pay, 
as from January, I 1936, an annuity charge of 54 Per cent of the 
principal, plus interest at the reduced rate. The payment of other 
agricultural debts is spread over 8 or 9 years. The trade in cereals, 
flour, milling products and certain kinds of fodder is regulated by 
Government. The object is to enable farmers to obtain fixed prices 
for their products. The same measures insuring an equitable 
return to the farmers’ labour have been applied to animal 
husbandry. 

8. Yugoslavia . — Debts arising out of the purchase of goods 
and out of the services of artisans must be completely repaid, but 
without interest, by instalments spread over 12 years, starting from 
November, 1936. 

Other debts are reduced by 50 per cent; the remainder must 
be repaid, with interest at 5 per cent, in instalments spread over 12 
years. 

9. Esioma . — ^Under a law passed in 1934 agricultural debts 
were converted into long-term loans of the Land Bank up to a total 
amount of 10 million Estonian crowns, with the exception of debts 
of more than 100 per cent of the land value, which were converted 
into loans for a term of 30 years without interest. 

10. iLafvia.— Certain small loans that the State had granted 
to farmers were completely cancelled (p. 95 E.). Short-term 
loans due to co-operative credit societies and private banks were 
transferred to the State Land Bank and converted into long-term 
loans. Unorganised short-term credit has lost almost a third of 
its importance. 

1 1 . Linthunia.—By a law of 1 934 farmers were allowed 
to repay their private debts by means of bonds of the State Agri- 
cultural Bank, bearing interest at the rate of 3*6 per cent at their 
nominal value. The farmer may procure these bonds from the 
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Bank in the form of long-term loans, or he may buy them in the 
open market. 

Western Europe 

12. Belgium . — ^The measures taken are generally applicable 
and were not taken solely on behalf of agriculture. The reduction 
of interest is facilitated, and the mortgage debtor, acting in good 
faith, may ask for conditions and postponements, provided that his 
loan agreement w’as made prior to 1st July 1934. 

13. France . — The measures taken consist mainly in the 
granting of postponement of repayment to the various classes of 
debtors. 

14. Italy . — The indebtedness of Italian agriculture was esti- 
mated in 1933 at between nine and ten thousand million liras. 

A decree of 1930 provides for the repayment over a period 
of 25 years of short-term loans contracted when prices were high. 
The State imdertakes to repay a part of the repayment instalments, 
to the extent of l }/2 per cent. A decree of 1931 gave to the 
farmers, who were in arrears with these payments, the possibility 
of repaying in small instalments locins for \vorking capital obtained 
from agricultural banks. The State has granted a contribution 
towards the payment of interest in respect of these loans. 

The State has also undertaken certain other obligations. 

15. SipftzerlanJ.— Assistance may be given in several forms: 
(a) suspension of the repayment of capital; (6) in respect of debts 
repayable by instalments, the annuity charge may be reduced; (c) 
reduction of the rate of interest; (d) reduction or suppression of 
interest on capital sums not secured; (e) extinction of interest in 
certain cases. 

Scandinavian Countries 

1 6. Denmark - — ^Government established ‘ crisis funds ’ to be 
distributed in the form of subsides to the most distressed farmers. 

The State grants loans to farmers out of the Industrial Loan 
Fund, but creditors cannot be paid more than 35 per cent of their 
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claims, except under certain conditions, when they may receive a 
further 35 per cent. 

In order to ligthen the burden of taxes and mortgage interest 
payable by owners and tenants of farms, Parliament granted a 
considerable sum of money to be distributed according to determined 
principles. 

A law passed in 1933 facilitated the conversion to loans at 
a lower rate of interest of the loans granted by the mortgage credit 
companies. 

1 7. Norway . — ^An Agricultural Credit Bank was established 
to facilitate the adjustment of debts and for the conversion of loans 
guaranteed by mortgage on farms. Loans granted by the Bank 
for the voluntary adjustment of debts cannot exceed 15,000 crowns, 
and must not exceed 30 per cent of the value of the farm. The 
farmer’s debt having been thus adjusted, loans are granted to him 
for the acquisition of farming requisites and improved cultivation. 

1 8. Smeden. — Parliament granted large sums for ‘ agree- 
ment loans ’ ‘ assistance loans.’ In regard to the ‘ agreement loans ’ 
the creditors may receive in place of 60 per cent, as previously, 
70 per cent of their total claims. Loans are also granted to prevent 
forced sales of land. 

10. Finland . — The Land Mortgage Bank was re-organised. 
By a law passed in 1934 the Bank buys the farms sold at any 
forced sale by auction. The purchase price is paid in the form of 
bonds guaranteed by the State at their nominal value. The farm 
bought by the Bank is partly or wholly either transferred against 
a mortgage guarantee to its previous owners, his wife or his relatives, 
or else taken over by the State. 

Other Countries 

20. Japan . — ^Agricultural distress is mainly due to the relative 
insufficiency of the area devoted to agriculture. 7 1 per cent of the 
peasant families have less than acres of land at their disposal; 
only 25 per cent of cultivators have sufficient land, and barely 3 
per cent cultivate land of an area that allows of a prosperous 
agricultural economy. The total agricultural indebtedness was 
estimated at between four and six thousand million yens in 1929. 
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Associations have been formed for the adjustment of indebted- 
ness, or for reduction of the principal and the rate of interest by 
agreement between the debtor and his creditors. 

21. Canada.— By a law passed in 1934 farmers may make 
concrete proposals to official receivers for the settlement of their 
debts. Up to 1st Oct. 1935, 16,000 farmers had done so, of 
; whom 10,625 arrived at definite agreements, and an indebtedness 
I of 70 million dollars was reduced by 12 million dollars. 

I The Farm Loans Board grants loans to farmers. 

I 22. Argentina . — Money is borrowed from private individuals 

( who also sell goods required by peasants. The fall of prices placed 
the peasant * entirely at the mercy of the retail dealer.’ 

By a law passed in 1933 the repayment of mortgage debts was 
postponed for three years; at the end of 1936 the moratorium was 
extended by two years. 

23. Brazil . — decree of December 1933, reduced by 50 
per cent agricultural debts contracted before June 30, 1 933, on 
the security of real property, and also all debts contracted after that 
date in order to renew previous debts. Reduction also applies to 
I debts contracted with banks in the event that the debtor finds him- 
! self in a state of insolvency. 

24. Australia . — The debt situation was examined by a 
Royal Commission, which recommended the establishment of Debt 
Adjustment Committees. All wheat growers who showed a 
reasonable chance of again becoming prosperous were to be assured 
* of national aid. 

j By a law of 1935 a sum of not exceeding £12,000,000 could 

I be lent to the States to be utilised in making payments to the 
farmers, or on their behalf, in order to enable them to make 
j voluntary arrangements with their creditors. 

! The Union of South Africa, according to its Minister for 

I Agriculture, has spent no less than £33,000,00 on farm relief. 
I Writing in the Weltmirtschaftliches Archiv iot November 1935 
Di. H.M. Robertson of K.apstadt (South Africa) said tha.t ’ this 
is no exaggeration’ (ist ah& k^ne Uebertreibung p. 505). The 
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Government spent £7,675,000 on bounties on the export of agri- 
cultural products, £720,000 on writing off the loans due by farmers 
to co-operative credit societies, £4,123,000 to enable farmers to 
pay off the most pressing other debts, etc. In the United States 
amendments to the Farm Loan Act made it possible for the Federal 
Land Banks to issue farm-loan bonds upto an aggregate amount 
of 2,000 million dollars for the purpose of making new loans, or 
for purchasing mortgages, or for exchanging bonds for mortgages. 
The interest at a rate not exceeding 4 per cent was guarsuiteed by 
Government. Considerable sums of money were further provided 
by the State for (a) re-financing any indebtedness of the farmer, 
(b) providing capital for his farm operations, (c) enabling him 
to redeem and — or re-purchase farm property which was foreclosed 
at any time after July I, 1931, and for other purposes (see' Tfie 
Future Comes by Board and Smith, Macmillan Co. of New York. 
1933, p. 82 et seq). 

It is estimated that the income of American farmers fell from 
1 1,000 million dollars in 1929 to 5,000 million dollars in 1932; 
their total debts to the banks in 1929 were estimated at 12,224 
million dollars (about Rs. 3,400 crores) on which the annual 
interest charges amounted to 600 million dollars (about Rs. 165 
crores) . “ To pay this sum out of a total income of 1 1 ,000 million 

dollars,” we are told, “ was possible; to pay it out of 5,000 million 
dollars was out of the question without real starvation ” (The 
Roosevelt Illusion by Burns and Roy, p. 19). 

i It is evident that Governments of m any coun tries ha v e un der- 
t aken heavy financial obligations i n order to light e n the burden of 
debts . Even in India the Bhavanagar State lent money at 4 pe r 
cen t to the cultivators to enable th e m to pay off t he a mounts de bts 
s ettled bv Conriligb^n Moneylend er s in th e Punjab 

would probabIv_aa;ept four an na s in the rupee if the payment were 
guarantee diiy. the-State. 

Will the agrarian legislation of the Punjab Government make 
the supply of loanable capital more plentiful in the villages? No. 
On the other hand it must make capital scarcer. Will it reduce the 
demand for capital? The answer is again ‘No.’ Even if aU 
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existing debts were completely wiped off, the peasant would still 
have to borrow for the payment of Government dues and for 
household expenses^ 

For 1938-39 the land revenue (gross) is estimated at 479 
lakhs and Irrigation receipts at 432 lakhs (Direct receipts 
Rs. 4,30,67,000 and income from works for which no capital 
accounts are kept 1,25,000). This m^es a total of 9,11 lakhs. 
In 1928-29, when prices were much higher than to-day, the total 
of these payments was slightly less, 8,66 lakhs. Who can believe 
that at a time when cultivation has become unprofitable over a large 
part of the Province, the peaseints can pay Government dues without 
borrowing? 

Out of 9 crores probably 4 crores are paid every year by 
borrowing. Unless prices go up, and unless the burden of Govern- 


INDIA BEFORE AND .SINCE THE , CRISIS 


legislation of the Go vern ment should hasten the process _ of jwaljpw- 
ing up of the smsJler by the bigger agricultural fish. The borrower 
niay not be able to'^sell his land to the agriculturist lender, but he 
will sell it to some other agriculturist. The net result must be the 
fall of ancient owners to the position of tenants. 

The Central Banking Enquiry Committee made its recom- 
mendations regarding debt relief before the effects of the trade 
depression began to be seriously felt in India. The estimated rural 
debt of the different provinces in 1929 is shown by the following 
statement: 


Total Rural Indebtedness 



Crores 


Crores 

Assam 

22 

C. P. . . 

36 

Bengal 

100 

Coorg 

. . 35-55 

Bihar and Orissa 

. . 155 

Madras 

15v> 

Bombay 

81 

Punjab 

.. 135 

Burma 

. . 50-60 

U. P. 

. . 124 

Central Areas 

18 




The solut ion suggest ed by the Central Banking Enquiry Com- 
mittee was d ^^ b^ ^ on a volu ntary basj^. The details of 

the Committee’s scheme are given below: 

( 1 ) Special officers should be appointed in each Province to persuade 
the lender and the borrower to agree to a redemption of standing debt on 
the basis of a cash pajncnent or equated payments spread over a number of 
years. 

(2) The existing co-operative credit societies should be utilized as the 
agency for the payment to the lender of the amounts payable under the terms 
of the settlement 

(3) The outstanding part of the settled debt will be treated as a 
deposit by the lender -with the co-oporative society. This will be paid to 
him in the settled annual instalments. 

(4) Where part of the settled debt is to be paid in cash. Government 
should advance to the co.^operative society the necessary funds which will be 
repaid by the society in annual instalments. 

(5) In cases where a society is subjected to loss on account of the 
failure of the borrower to pay his instalments, the Government should come 
to the assistance of the society. 
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The payment of the guaranteed debt would be spread over a 
number of years, say ten or more. The Punjab Provincial Banking 
Enquiry Committee pointed out that for such debts co-operative 
societies would require mortgage security. “ But there are objec- 
tions to village societies dealing in this form of security, and in the 
Punjab these objections have always been regarded as so weighty 
that mortgages are rarely taken ” (p. 23). 

The Central Banking Enquiry Committee, however, thought 
that there could not be any objection in principle to an ordinary 
co-operative society undertaking the work, as “ the repayment of 
the settled amount of the debt will be made from long-term deposits 
either from the lender or the Government ” (p. 66) . 

Voluntarv debt conciliation, and the payment of the settled 
cfebt by instalments through co-operative societies would be a satis- 
factory arrangement ; where the lender does not agree to a voluntary 
settlement of the debt, the Central Banking Enquiry Committee 
suggested compulsory settlement by means of legislative enactment. 

There is no objection in priniciple to the compulsory settlement 
of deb ts. Our brief review of Govern ment m easure^f farm relief 
in different countrms sho ws th at in^ some cases the capital debt heis 
been reduced as much a s 50 per centT™ There is course 17 
objection to the remission of part or even whole of accumulated j 
interest, to the lowering of the rate of interest, or to the prolongation | 
of the period of paym^t of the settlecTdebt. We have seen that] 
in several countries short-term loans have been converted into long- 
term loans, and also that State banks have facilitated the payment off 
settled debts through the issue of boi^s, carrying the ’guafantee"of 
the State, which the creditors are obliged to take. 

If volunt ar y de bt conciliation fails, the State would be justified 
in suitably reducing both the accupiplated^interest and the capital 
debt. 

It would be desirable to make a distinction between large and 
small proporietors. e xists for the-jn eduction of 

debts owed by p easant proprieto rs, owning and cultivating 10 or 12 
Mres or less. The casg. Icxjk; r eduction of debts owed bv cultma t-; i 
mg ten ants is equally strong . No ground exists for debt reduction 
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in tlie case of non-cultivating landlords, particularly when the debts 
were not incurred for agricultural purposes. 

Relief from indeb tedness is only one aspect of the problem of 
farm ^ief. TJe I^AoIder dfigerves relief from the heavy burden 
ojf taxation. And the worker deserves relief from the heavy 
exactions of the non-working landlord. 



CHAPTER XX 


AGRARIAN LEGISLATION, PUNJAB 

Since the trade depression, important Je g islatioo. _h ag -been 
enaqted ,in the Punjab for the The 

measures are. Regulation of Accounts Act, 1930, Relief of 
Indebtedness Act, 1934, Debtors’ Protection Act II of 1936 and 
four bills known in Government circles as ‘ Golden Bills *. 

R^ulation of Accounts Af^tik,J2^0,. Under this Act it is the 
duty of the creditor to record and m aintain regularly in th e_roanner 
prescr ibed by Government a separate acc ount for each and every 
debtor and to furnish a legible statemen t of a ccoimts at tibe end of 
CTcry six months to each and every d ebtor . If he fails to do so in 
regard to a loan, evea if his claim is established in whole or in paurl, 
the court shall disallow the whole or portion of the interest found 
due, as might seem reasonable, and further disallow costs. 

The ReUef of Mebt edness 1934 consiste of 6 patts. 

EaClXdefines. a Ipan, A loan may be in money or in kind. 

PMl.„lI .sunpbfies pr^dwri?^ A persco who only 

owes Rs. 250 can apply to be adjudicated insolvent- The value 
limit for Admmistration for the estates of insolvents has 

been raised from Rs, 500 to Rs. 2,000, that is estates of the value 
of Rs. 2.000 can be summarily admiaiste,rjdi 1® summary 
administration it is not neoSaxy to appoint a receiver or to publish 
certain notices. 

Part III B concemwl with u^ripus loa^. The court shall 
deem interest to be excessive if on secured loan s it exceeds 12 per 
cent per armiun simple interest, or 9 per cent compoimd interest, 
and if on unsecur ed loa ns it exceeds 1 ^ 8^ per cent simple interest 
or 14 per cent compound interest. 

PMJV ffiak.SsjE£oyision. fpL A,e,§§tti^ Concilia- 

tion Boards. 
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A Debt Gjncilation Board shall consist of a chairman and 
two or more members to be appointed by the local Government, 
for a term not exceeding 3 years. 

An application for debt settlement may be made to such Board 
by a debtor or any of his creditors. When a debtor has applied 
for settlement, the Board shall call upon every creditor of the 
debtor to submit a statement of debts owed by the debtor. Every 
debt of which a statement is not submitted to the Board shall be 
deemed for all purposes and all occasions to have been dfultj 
discharged. 

The creditor will be bound to furnish all necessary informa- 
tion to the Board, supported by documents, regarding his claim. 
The debtor will be called upon to explain his case, and finally the 
Board shall “ use its best endeavours to induce them to arrive at an 
amicable settlement.” 

If the debtor and all or any of the creditors come to an amicable 
settlement, the Board shall forthwith reduce the settlement to 
writing. The agreement will then be registered and tsike effect as 
if it were a decree of a civil court. 

If no amicable settlement is arrived at, the Board shall dismiss 
the application. 

If a creditor refuses to accept what the Board considers a fair 
offer on the part of the debtor, the Board may grant the debtor a 
certificate in respect of the debts owed by him to such creditor. 
iThe advantage of this certificate to the debtor will be that if the 
cerditor sued him for the recovery of the debt, the court shall not 
allow the plaintiff (creditor) any costs in such suit, nor interest on 
the debt after the date of registration at more than 6 pe r cent, per 
annum simple interest. 

In a similar Act prepared m the Central Provinces the debts 
payable imder an agreement approved and registered by the 
Conciliation Board are recoverable as arrears of land revenue by 
the Collector, but if the Collector is unable to collect them, the 
agreement ceases to subsist and the creditor may sue in a civil court. 
” This the whole proceeding process becomes barren,” is the 
comment of the Punjab Committee of Indebtedness. The 
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simplification of insolvency procedure, which is a part of the Punjab 
Act will prevent the work of our Conciliation Boards from 
becoming barren. The agreement, as we have seen, after being 
approved and registered by the Conciliation Board, will have the 
character of a decree of a civil court. If the debtor refuses to pay 
according to the terms of the settlement, he will be dealt with by 
special Petty Insolvency Judges. 

The amounts payable under an agreement must be paid before 
any debts incurred after the date of the registration of the agreement/ 
Similarly, where the Board has granted a certificate to a debtor and 
an unsecured creditor sues for the recovery of a debt in respect of 
which a certificate has been granted, nothing will be legally payable 
until all amounts payable under an agreement have been paid. 

It has been provided that, no appeal or application for revision 
shall lie against any order passed by the Board, but the Board may 
review its own orders. Parties before the Board may be represent- 
ed by agents, but not by legal practitioner. 

Th# ancient principle of Damdupai has been applied in Part ’ ' 
to agricultural debts. In any suit brought against an agricultur > 
for the recovery of a loan taken after the commencement of tl ^ 
Indebtedness Act, no court shall pass a decree for a larger sui : 
than twice the amoimt of the sum taken as principal. Loans made 
by a bank to an agriculturist.will not be subject to this provision. 

Finally in Part VI it has been provided that an agriculturist 
debtor may, at any time, deposit in court a sum of money in full or 
part payment of his debt for payment to his creditor. From the 
date of deposit interest shall cease to run on the stun so deposited. 

Debtors' Protection Act, 1936. Under this Act^civil courts 
can order tiiat the land of a judgment debtor be attached and 
temporarily alienated and then transfer the execution proceedings 
to the Collector of the district. The Collector (Deputy Com- 
missioner) is to determine how much of the land of the judgment , 
debtor is to be attached and alienated and for what period, not 
exceeding 20 years. Such portion of the judgment debtor’s land 
shall be exempted from temporary alienation as in the opinion of 
the Collector is sufficient to provide for the judgment debtor’s 
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maintenance and the members of his family who are dependent on 
him. Ancestral immovable property in the hands of a subsequent 
holder shall not be liable in the execution of a decree or order of 
a court relating to a debt incurred by any of his predecessors except 
when the debt has been expressly charged by way of mortgage on 
such property. 

T he Punjab Asricullural Produce Marjieh Act, 1938. 
Under this Act cosamitteas can ,ba cstab.lishe(i.by .Qovem- 

^amtio.r , every, M 

. When an area has been declared a notified market mea, no 
person shall, within the notified market area, set up any place for 
the purchase or sale of the notified agricultural produce except under 
a license granted by Government . 

Licenses shall b e gra nted to b roke rs, weighmen, measurgfs, 
surveyors, vyarehousemen and pthpj:s, whp„usa,tjfie n^^^ 

V Ever y market wiU be administered by a mai'ket committee. 
Two-thirds of the members of the market committee will be selected 
i by growers in the district in which the notified area is situated. 
j Government m ay appoint not more than three peigpns by office. 

I ) The mauhsLciMamifetee will bold office for thre* yj^ Itis 
otnpowered to lew fe^ on agricultm^ prodMceJbought, aad.,«)Id 
by licensees. 

; ^ ) A ll mc ome accruing, to tha coiiumttee-wilLbe. place(liQ..a.jfiind 
cailbi^Market Ccmimittee Fund. This will be utilized chiefly for 
the following objects: (1), maintenance and improvement of the 
market, (2) rq)air and construction of market buildings, (3) 
provision and maintenance of weights and measures, (4) Collec- 
tion and dissemination of mformation regarding marketing and crop 
statistics, and (5) provisicm of comforts for those who use tl» 
market. 

Marketing legislation was long over-due. This is cm account 
of the multiplicity of marketing functionaries and the unregulated 
state of their charges. 

The existing marketing organisation is described below. 

The arhatiya as a marketing functionary is well-known. An 
arhatiya may be kachcha or pukka. A kachcha arhatiya is a man 
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with small capital working in a locality as a middleman or an 
intermediary between the primary producer or the seller and the 
buyer in large, wholesale markets. In some cases kachcha arhatiyas 
finance the producer and village bania mamly on condition that the 
latter sells his goods through them. Pakka arhatiyas are usually 
firms of some substance dealing in grains, or other primary produce 
either as agency houses or on their own account. They also help 
in the assembling of the produce by financing the operations of the 
kachcha arhatiya and other small traders. They represent one of 
the main channels of distribution. As a rule pakka arhatiyas do 
not buy direct from the primary producer- 

The function of the dalal or broker is to bring buyers mjd 
sellers togeth.§r. He maintains no establishment and works alone. 

TTie tola or weighman weighs the produ(y ; sometimes the 
kachcha arhatiya performs the functions of the weighman. 

Finally there are palledars who Assist in unloa^g the cart, 
cleaning and dressing the produce, in weighing, baggin g et c., suid 
oAer hmctionaries such as waterman, sweeps, cook etc. 

The corresponding marketing chsurges are: 

(com nussion) which in some matkgfaLis jaaid jpmtly by 
seller and buyer and in others bj,jthe seller alone. The buyer’s 
share in the case of wheat has been found to range between As. 2J/2 
per cent at Lyallpur and As. 10 at Sargodah, 

Qalqli, brokerage, k pfteajjsykibj. the seller only. 

KoTj&fc in the Ptmjab, js the exce^„ weight deliverable by the 
seller. It varies from I /4 seers per bag of TS/z maunds of wheat at 
Fazilka to IJ4 seers at Mandi Baha-ud-Din, 

Palledari is wages paid to laboure rs, weighing _ chmges and 
teutage to the.lamaLS «o-down. The weighing diarge is generally 
payable by the seller both in cash and kind- The rate of tula i 
varies oonsiders^bly* i^<^r other charg«^^ the buyer but 

more often the seller is liable,. 

Dhmmqda is a payment for c harity . It is paid by the seller 
at the rate of 6 pies to 2 As. per Rs. 100, This payment is in no 
way directly connected with marketing and it is^not sdways utilised 
for the objects for which it is collected. 
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Other misceUaiieous.dharges..are„market fees* bazar chaudhri, 
shagiri (fee levied in some cases by arhatiya to cover the wages 
of his apprentice), batta (discount or exchange fee), jnyddat (a 
charge made by the arhatiya to cover interest, since he pays the 
seller immediately but does not receive payment from the buyer for 
several days), pay ments to waterman , chaulsjdar» cook and swee per. 

There is obviously need for regulating these charges, moderat- 
ing those which are excessive, legalising those which are fair and 
reasonable and abolishing others which are unnecessary. In 
regulated markets only authorised charges are permitted to be 
levied, and their scale is fixed. 

Regulated markets, where market charges are clearly specified 
and trade practices duly controlled by market committees fully 
representative of all interests concerned, exist in centres administered 
by the Bombay Cotton Markets Act, 1927, and Hyderabad 
Agricultural Markets Act (1929-30). Both of these Acts 
require that not less than half of the committee members be elected 
by the growers. Official and local authorities are also represented 
on the market committee. Xhere i s licensing^pf brjgkers. and,- weigh- 
me n, w eights^e cjiitegll^L^ in public an d ret urns or 

accounts must , be k(g)t in . a prescribed maimer. Twenty-nine 
regulated cotton markets exist also in the Central Provinces and 
Berar. 

By the end of 1935 the Hyderabad Agricultural Markets 
Act had been applied to 9 towns. As under the Bombay Cotton 
Markets Act, when the go ods have been weighed by the licensed 
weighmen,, a receipt it^iyen to the seller with necessary details. 
When the produce is sold, the broker again passes the slip in which 
full details regarding the rates, marketing charges, weight etc. are 
noted. Copies of these slips are sent to the office of the market 
committee. 

The Punjab Act will create regulated markets with specified 
marketing charges and thus promote honest dealings between buyers 
and sellers. 
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The ‘ Golde n BjLLa * ' 

Agrarian legislation of the Punjab Government, known as 
the ‘ golden bills ’ in Government circles, comprises four bills which 
have been placed on the Statute Book. T Qvyo..Qf fflyspd 

I the Alienation of Land Act of 1 900 ; a, Aird bill providea-ior jhe 
I registration of money-lenders, and a fourth fpr the restitution _of 
} l^ds on which a mortgage was effecte d b efore 8th of June 1901. 

i^nendment II tpjhe,;^ienatipn of Land Act, 1..^0 declares 
hemmi transactions invalid. When a sale, mortgage or lease 
purports to be made by a member of an agricultural tribe, or of 
a tribe in the same group, but the effect of the transaction is to pass 
the beneficial interest to a person who is not a member of the same 
tribe or of a tribe in the same group, the transfer shall be void for 
all purposes, and the alienor shall be entitled to possession of the 
land so alienated notwithstanding the fact that he may have himself 
intended to evade the provisions of the Act. 

The statement of objects and reasons explains that the object 
of the amendment is to prevent fraudulent transactions and to 
secure that benami transfer intended to evade the provisions of the 
Act of 1900 can be reversed in all cases. The person dispossessed 
can claim compensation for improvements, but not exceeding the 
value of the original transaction. 

! i^endment III to the.j^ien§tipn.pf Land Act is c oncerned 

I wth zaminda r money-l enders. It s object is to prevent, , the 
acquisition. of the land of the debtor by the zanundar creditor in 
satisfaction of his claim. The restrictions imposed on the 
^ agriculturist creditor have also been imposed on all males who 
can trace their descent from the creditor’s grand-father and their 
wives; similarly, the restrictions imposed on the debtor have also 
been imposed on sdl males who csin trace their descent from the 
! debtor’s grand-father, and their wives. Tb? cii?ditor carmot buy 

I the , l§id of the,, debt or u ntil three years afte r th e payment of the 

I debt in full. 

i. Under the Ilegisiration of Moneyienders’ Act all money- 

, lenders will have to get themselves registered_imd. to hold a license 

on the paymenLof the. fees_lhat .m.ay be fixed. Failing to do so 
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no court shall entertain any suit by a money-lender for the recovery 
of a loan or application for the execution of any decree relating 
to a loan. 

A license may be cancelled by a Collector for a specified 
period if a money-lender: 

({) has been held by a court to have contravened the 
provisions of sec. 3 of the Regulation of Accounts 
Act more than once [recording and maintaining an 
account for each debtor separately] ; 

(it) has had his suit dismissed, in whole or in part, under 
sec. 37 of the Punjab Relief of Indebtedness Act 
[making an entry in an account showing the sum 
advanced to be in excess of that actually advanced] ; 

(Hi) has had his suit dismissed for having made dishonestly 
or fraudulently, a material alteration in any docu- 
ment relating to a loan; 

(rv) has had his suit dismissed as vexatious, fraudulent or 
frivolous; 

(v) has been found by a Court of Law to have charged 

higher rates of interest after the commencement of 
the Act than those prescribed under sec. 5 of the 
Punjab Relief of Indebtedness Act [12 per emit 
for secured and 18^ per cent for unsecured loans] ; 

(vi) has been found guilty by a Court of Law of forgery 

or cheating in respect of a money transaction, 
provided that such forgery or cheating had been 
' committed after the commencement of this Act. 

Ehccept when specially permitted to do so by the Collector, 
no Court shall entertain a suit for the recovery of a loan, or an 
application for the execution of a decree by a money-lender during 
the period for which his license has been cancelled. 

According to the statement of objects and reasons, the object 
of this Act is to * check malpractices on the part of certain dishone^ 
lenders/ In the interest of honest money-lenders it is desirable 
* that the profession diould be purged of dishonest members whose 
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HielEocIs .apd .exactions create a feeling of suspicion, and . hostility, 
against the profession as a whole/ 

The fourth bill extinguishes mortgages effected before the 
commencement of the Pppjab . Alienation of Land Act, 19CX). 
Clause 7 of the Bill is reproduced below: 

“ 7. '(' 1 ) If the Collector finds that the mortgage is one to which 

this Act does a|^ly, he may. notwithstanding anything contained in any 
other enactment for the time being in force, direct by order in writing:- — 

(n) that the mortgage be extinguished; and 

(b) that where the mortgagee is still in possession, the mortgagor be 
put in possession of the mortgaged land as against the 
mortgagee, and the title deeds be restored to the mortgagor, 

(2) If the Collector finds that Ae value of the benefits enjoyed 
the mortgagee while in possession, equals, or exceeds the amount due under 
the mortgage, the mortgagor shall be put in possession of the land without 
further payment 

(3) If the Collector considers Aat after taking into consideration the 
value of the benefits, mentioned in sub-section (2), some payment is due 
to Ae mortgagee under the contract of mortgage, the restitution of land 
shall be made subject to the payment of compensation not exceeding Ae 
following rate; — 

(i) thirty times the land revenue assessed on the land at the tinre 
when it was mortgaged if Ae mortgagee has been m 
possession for a period exceeding thirty years but not exceed- 
ing forty years; 

(fi) fifteen times the land revenue assessed on Ae land at Ae rime 
when it was mortgaged if Ae mortgagee has been in possessic«i 
for a period exceeding forty years but ik^ exceeding fifty 
years; 

(in) five times Ae land revenue assessed on Ae land at Ae tine 
when it was mortgaged if the mortgagee has been in possession 
for a period exceeding fifty years.” 

The statement of objects and reasons expimns that a number 
of mortgages of land by members of agricultural tribes before the 
8th June 1901, that is the date on which the Punjab Alienation 
of Land Act came into force, are still in existence, in spite of the 
fact that mortgage money has been realised many times over from 
the profits of the land. THie object of the Act is to terminate such 
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mortgages on payment of reasonable compensation, where necessa^, 
Md the restitution of the land mortgaged. 

Such are the famous ‘ golden bills ’ around which furious 
controversy has raged in the Punjab. Unfortunately the contro- 
versy took a communal turn, for it happens that the majority of 
those who have to restore lands mortgaged before 8th June 1901, 
are Hindus. Xhe cancellation of 6 enamz transactions also largely 
affects Hindus of the non-agriculturist classes. But the bills them- 
selves are not concerned with the religion of the debtor or the 
creditor. They represent an attempt to give relief to the debtor 
at the expense of the creditor, and to control money-lending by 
prescribing heavy penalties for fraud and dishonesty. 

From the point of view of the debtors who will have mortgaged 
lands restored to them, the bills are certainly not ‘ black.’ Whether 
they can be described as ‘ golden ’ will depend on the effect of the 
bills on the supply of loanable capital in the villages and debtor- 
creditor relations. 

Considering existing conditions and tendencies the bills, by 
restricting the supply of credit, should hasten the process of 
‘swallowing up ’ of the smaller by the bigger agriculturists. In 
the long run, the chief benefit from the bills should flow to the 
non-working landlord. 

We may examine this aspect to the agrarian bills in some 
detail as the greatest confusion of thought prevails on the subject 
of ‘ swallowing up.* 

In the course of the debate in the Assembly on the Pesritu- 
tion of Mortgaged Lands Bill Sir Sikandar Hayat Khan is reported 
to have saici on July 6 :-— 

“Some members were labouring under the misapprehension 
that big zamindars were eating up small zamindars in the Punjab. 
This was fcir from correct. The Government had collected 
statistics from Jhang, Shahpur and Multan, three districts where 
, there were the biggest zamindcirs. It had been found that owitig 
to their extravagance or western style of life big zamindars were 
gradually selling their land to small zamindars. Thus, in this 
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instance at least, the old saying that big fish eat small fish had 
been reversed.” (Laughter and applause) . 

The districts which Sir Sikandar Hayat Khan mentioned in 
his speech in the Assembly are Jhang, Shahpur and Multan. The 
second investigation carried out by the Board of Economic Enquiry 
relates to Jhang, Dera Ghazi Khan and Muzaffargarh. It is 
possible that Sir Sikandar Hayat Khan was referring to the 
results of a special enquiry regarding sales of land in the districts 
which he mentioned; the report of this enquiry (if there has been 
any such enquiry) has not been published. One is therefore, 
compelled to rely on the Board’s report. 

Let us consider the evidence for tlie eating up of the big fish 
by the small in the three W^estern districts of the Punjab, Jhang, 
Dera Ghazi Khan and Muzaffar-garh. 


Transactions among Agriculturists. Table 6 (p. 10) 
Totals for 1931-32 to 1933-34. Cases. 


Sales by 



sales by 



large owners to 

small 

owners to 



large 

small 

large 

small 

Total 


owners 

owners 

owners 

owners 


Jhang 

5 

3 

n 

580 

599 

Muzaffargarh 

9 

52 

106 

3,389 

3,556 

Dera Ghazi Khan 

16 

21 

148 

3,484 

3,669 

Total 

30 

76 

265 

7,453 

7,824 

Percentage . • 

0-4 

10 

3*4 

95’2 

lOO'O 


It is seen that the total number of transactions was 7,824. 
Of this total, 30 cases represented the sale of land by large owners 
to large owners (0'4%) and 76 sales of land by large owners 
to small (1*0%). 

But there are also 265 cases of the sale of land by small 
owners to large. If we consider the areas sold, small owners 
purchased 1043 acres from large owners and sold to them 2151 
acres, which leaves a net balance of 1 108 acres in favour of large 
owners (p. 7 of the Board’s Report) . 

It would seem that the evidence in favour of the small fish eat- 
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ing up the big fish in these three Western Districts is not very 
strong, unless it is thought that the net acquisition of land by large 
owners at the expense of small owners is a process of swallowing 
up of the big by the small. 

It would be contended that even if the big fish are not being 
eaten up by the small, there is no evidence to show that the small 
fish are being eaten up by the big. 

The table given above shows that in 95‘2 per cent of cases 
small owners sold their lands to small owners, and only in 3‘4 per 
cent of cases to large owners. Where is the evidence for the 
swallowing up of the small fish by the large? 

There have been two enquiries by the Board of Economic 
Inquiry, and the results of both enquiries seem to confirm the con- 
clusion that large owners sell to large owners, and small owners to 
small owners. The residts of the first enquiry were thus summed 
up by Mr. Calvert, who contributed a preface to the first report 
(Publication No. 23 of the Board). 

“ A careful enquiry into sales by members of aigricultural 
trSbes during the five years 1922-23 to 1926-27 has recently been 
made and it showed that there was little foundation for the sugges- 
tion drat the larger owners were buying out the smaller owners to 
any considerable degree. Small owners buy small plots from small 
owners, and larger owners buy leirger plots from larger owners. 
The small owner cannot buy the large plot eind the large owner 
does not want the small (me. There was no sign whatever that 
large owners were “ swallowing up ” the small ones except in the 
South-Western districts of the Multan Division.” Wealth and 
Welfare of the Punjab. New edition, p. 271). 

Since, in the case of a few Western districts, Mr. Calvert 
and the Board found some prima facie cause for imeasiness, a more 
detailed enquiry was undertaken in the three districts of the 
Multan Division — ^Jhang, Dera Ghazi Khan, and Muzaffargarh. 
What did this enquiry show? It showed that there was no cause 
for uneasiness whatsoever. The report says: “ It will be seen that 
transactbns by small men formed 98 to 99 per cent of all trans- 
actions examined; taking only those cases where small men dealt with 
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large men the percentages to the total transactions examined were 

from 2 to 4.” (Report 1938, p. 37). 

Let the reader turn again to the table given above. There 
are 7,453 cases of sales by small owners to small owners, as against 
265 sales to large owners. Even if there is no swallowing up of 
big owners by the small, there is no swallowing up of the small 
owners by the big I 

Who is a small Owner? 

For the inquiry, during the period 1 93 1 -32 to 1 933-34, into 
sales of land in the three Western Districts, a ‘ large ov/ner was 
taken to mean one who owned, before sale or purchase, 300 acres 
o“ sore. All those owning less than 3G0 acres v/ere treated as 
small owners. Adopting these absurd definitions, the Board was 
boui»d to find that small owners sold to small owners and large 
owners to large. No other conclusion was possible. 

Suppose we define a big land-lord as Sir Sundar Singh 
Majithia defines him — one who p^tys Rs. 10,000 or more as land 
revenue, or one who owns more than 6000 acres of land. Accord- 
ing to this definition there are only 13 big landlords in the Punjab; ^ 
ail otliers are small owners. Nov/ if you examine transactions 
between large and small owners over a short period of four or five 
years, or in fact, over a longer period, you will find that nearly sill 
the transactions are betw;een small owners. Occasionally one of 
the Big Thirteen, who has formed extravagant habits, or has adopted 
the Western style of living, may be obliged to sell part of his 
estates to one of the small owners, who, we may assume, ov/ns, 
say, 5,000 acres. It will then appear to our Government that the 
small fish were swallowing u^ by the big fish in the Pimjab. 

Principal J. W. Thomas in his preface to the second report 
admits that ‘ different results might be obtained by taking a longer 
period or by teiking another definition for ‘ large owners ’ and so on. 
Of course the results would be different if big and small owners 
were properly defined. 

There is no sense in treating all owners who own less than 
300 acres or even 100 acres as small owners in a province where 
84*5 per cent of the total owmers own less than 15 acres. There 
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is no sense in lumping together owners of 15 acres or less, who 
are workers, and owners of more than 50 acres who, as a rule, do 
not till their own leinds, and live on the fruits of others’ toil. 

Th^ tire expropriation of small o:wners is going on is 
imdeniaUe. The Board’s first enquiry showed that ‘ as many 
as 2, 1 34 or 36'9 per cent of the vendors sold off the whole of 
their land and became landless ’ (p. 11). According to the second 
enquiry in Western districts, in 2, 260 cases, which represent 21 
per cent of the cases dealt with, the vendors sold all their land. The 
total acreage sold off v/as 13, 410, or 26 per cent of the total area. 
The cultivated area was 5, 525 acres or 24 per cent of the total 
cultivated area (p. 23). 

In his Wealth and Welfare of the Punjab Mt-. Calvert says: 

“ There is ©n means of arriving at the number of owners who 
have been expropriated in recent years. But of the 50 to 60 
thousand sale transactions that have been completed every year for 
the last twenty years, a certain proportion must represent the fall 
of ancient owners to the position of tenants. It is no answer to 
say that there have been corresponding additions to other holdings. 
It is of little moment whether the well-to-do adds a few acres to 
an estate already large enough for his support in comfort. It is of 
considerable importance that tenants and owners of m'economic 
holdings should be able to look forward to acquiring lands, or at least 
secure a herediteiry right in land as a reward of thrift ” (p. 232, new 
edition) . 

What are the chances to-day~bf tenants’ or the smaller pea- 
sant proprietors’ acquiring land? None at all. On the other 
hand the steady increase in the number of sale transactions from 
quinquennium to quinquennium suggests that holdings which were 
economic before are becoming uneconomic, and that many a small 
peasant proprietor is being bought out by larger landholders. This 
is the process of ‘ sweJlowing up ’ of the small fish by tire bigger 
fish. 

The following table relating to the sales of land in the 
Punjab shows the number of transfers and the area tremsf erred: 
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Sales of Land in the Punjab 


Average of 5 yrs. 

Number of 

Area transf erred ia 

ending 

transfers 

1000 acres 
Total Cultivatedi 

1901 .. 

. . 49,096 

290 

163 

1906 .. 

. . 39,682 

228 

136 

1911 .. 

.. 43,430 

217 

122 

1916 .. 

. . 52,078 

237 

140 

1921 

.. 51,289 

209 

126 

1926 .. 

.. 57,140 

213 

127 

1931 

. . 64,649 

213 

138 

1936 .. 

. . 74,407 

203 

129 


The number of transfer 


s has increased very rapidly 


1930-31. This is shown below: 


since 


Year 

Number of 

Area transferred in 


transfers ' 

1000 

acres 



Total Cultivated 

1930-31 .. 

60,855 

182 

117 

1931-32.. 

62,363 

184 

no 

1932-33.. 

73,180 

193 

141 

1933-34.. 

76,524 

191 

119 

1934-35 .. 

78,601 

218 

135 

1935-36.. 

81,366 

229 

143 

The number of transfers in 

1935-36 

constitutes a record. 


is a little more than double the number of transfers in the 
quinquennium ending in 1906. 


' Mr. Calvert speaks of 50 to 60 thousand sale transactions 
every yearTHTTvouId be more correct to speak,pf 70 to 80 
thousand sale transactions every ye ar at th e present tmie. 


What is the explanation of the sudden increase in the number 
of transfers since 1930-3 1 ? A cause whic h readily suggests it self 
is the heavy fall of prices wh ich h as increa sed the burden of dpbt, 
made it dij^cult for the small holder to p ay G overnment du es, and 
made it increasingly difficult for him to keep his body and soul 
together. Of course by the small holder I do not mean the non- 
workliig landlord living on batai I mean generally those owning 
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less than 15 acres (84'5 per cent of the total number of owners 
in the Punjab) and specially those owning less than 5 acres (58’3 
per cent of the total number of owners in the Punjab) . 

The fall of ancient owners to the position of tenants is taking 
place every day. We may ignore this fact; we may pretend to 
think that small owners sell only to small owners, since small owners * 

own from less than 5 acres to less than 300 acres! All that is 
pure humbug which deceives no one, except those who want to be 
deceived. 

The buying out of the smaller peasant proprietors by the bigger 
(those owning from, say, 15 to 50 acres) is not a matter of in- 
difference. At best it implies that those who lived in comfort before 
are living in greater comfort to-day — at the cost of others who have 
been expropriated. What is still more serious is the transfer of 
land from the worker, who earned his bread by the sweat of his 
brow, to the non-worker who lives on balai. 

Nobody in our province is luckier than the non-working land- 
lord and no one whose lot is harder than that of the tenant-at-will. 
The non-working landlord in the Punjab is not interested in either 
the land or his tenants; his sole concern is his share of the gross 
produce. Mr. Calvert says: 

“ An English landlord is his tenant’s best friend and spends 
fully one-third of his rental upon the land and its needs ; most 
Punjab landlords levy double the rent an English landlord would 
do and spend practically nothing back on the land; indeed, if con- 
sideration be paid to all that an English landlord provides in the 
way of buildings and equipment, then his rent is but a fraction of 
that found general in India” (p. 191, loc. cit.) 

Here is a compliment to Purijab landlords paid by one of 
the best friends of the agriculturist and almost an enemy of the non- 
agriculturist. Is Mr. Calvert right? 

Mr. Calvert has also called attention to t wo great c hanges in 
the Punjab during the past 80 years: “ a marked increase in both 
proportion and acreage of landunderToiSSi^imT t^^ 
pleteluE stitution of die old cash re nts T o^lfie sh are (batai) systeiP 
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(p. 197 loc. cit.) The increase in the area under tenants-at-will 
is shown below: — ■ 


Land Under Tenants 


Year 

Land under tenants 
at-wiil. 1000 acres 

Total cultivated area 
(1000 acres) 

Land under tenants 
as a percentage of 
total cultivated area 

1892-93 

9,026 

22,500 

40 

1902-03 

11,133 

25,780 

43 

1916-17 

12,450 

28,034 

44 

1921-22 

13,245 

29,370 

45 

1931-32 

14,399 

29,913 

48 

From 40 

per cent in 1892-93 

the land under 

tenanft-at-will 


has increased to about 50 per cent now. What are the causes, 
peculiar to the Punjab, of the increase in tenancy? In Mr. 
Calvert’s own words “ larger holdings of some and too small hold- 
ings of others; the large land-owner lets practically all his area on 
rent, while the petty owner tries his best to add to his holding by 
taking land on rent ” (p. 197). 

The smaller peasant proprietors are hard to distinguish from 
tenants. An irrigated one-plough holding means about 10 to 14 
acres. It is obvious that when the great majority of peasant pro- 
prietors own less than 5 acres, in order to make up a one-plough 
holding, they will be forced to take more land on rent. It not 
infrequently happens that the rent which has to be paid for the 
land taken on batai absorbs a considerable proportion of the 
earnings from the plot owned. 

What has led to the substitution of greiin rents for the old cash 
rents? The greed of the non-working landlord. In a period of 
rising prices the landlord gains if the rent is paid in the form of 
produce, for his share automatically increases in value with the rise 
in prices. What right has the parasitical landlord to share in the 
increase in the value of the produce? It would be best to give the 
answer m Mr. Calvert’s own words: 

“ In the Punjab the larger Icindlord is a rent receiver pure and 
simple and spends little, if anything, on the land, so that his right to 
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an automatic increase of rent on account of good seasons, higher 
prices or better cultivation, is not clear ” (p. 198-9). 

It goes without saying that batai is a heavy tax on the industry 
of the worker. What inducement has the tenant to work harder 
or to make improvements when the landlord, without moving his 
little finger, will share to the extent of one-half in the resulting in- 
crease in produce? 

Both the increase, in the transfers of land and the tenancy 
point to the conclusion that the poorer proprietors are being expro- 
priated by larger landslords. 

The speed of such expropriation as was revealed by the second 
report of the Board of Economic Enquiry relating to three Western 
districts, has been calculated in an appendix to the report. Referr- 
ing to this the Director of Information in his press note said: 

“It was calculated that if the tendency disclosed by this 
infinitesimal gain were to persist and there were no other tendency 
to the contrary (Director’s italics) the small landholders would take 
about five centuries to be * swallowed up ’ by big landlords when 
all land would be consolidated in the hands of the latter,” 

We remember that small landholders mean all those owning 
less than 300 acres. Suppose small landholders were so defined 
as to include all owners who pay less than Rs. 1 ,000 as land 
revenue (according to the Punjab Premier big landlords are those 
who pay more than Rs. 1,000 as land revenue, or own over 600 
acres) . How long would big landlords then take to ‘ swallow up ’ 
small men? More than five centuries. There is therefore no cause 
for alarm in the increasing number of transfers, or in the increase of 
tenancy. " 

The owners' who sold all their land were 2,260 (21 per cent, 
of 10,605 cases examined, that is, an average of 753 per aimqm 
(1931-32 to 1933-34). “ This means,” says the report (p. 38), 
that in 14 years all the 10,605 owners would become landless.” 
This appears startling, but it may be recalled that “ 96 per cent 
of the^cases are of transactions among small men only ” — ^that is, 
small owners of from 5 acres or less sell to their own class, that is, to 
other * small’ owners owning 50, 100, 2(X), or up to 300 acres. 
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What some small men lose other men gain. There is nothing 

to worry about. A further source of comfort is found in the wise 
reflections contained in the Board’s Muzaifargarh Village 
ISurvey (p. 38) : 

“Very small holdings do not provide a living, and their aliena- 
tion by sale may not be a substantial loss to the owners. In fact 
it may free them for , .§Riplpyment elsewhere, although the 
opportunity to move out of the district is seldom taken. Those who 
remain tied to extremely uneconomic holdings only add to their debts 

and misery.” " 

This, at any rate, is honest reasoning which one can understand. 
It is admitted that very small holdings do not provide a living. The 
owners of these very small holdings have no hope of acquiring more 
land — they lack the means of doing so. They are, therefore, 
forced to sell out. We do not say that they are ‘ swallowed up ’ 
by the bigger fish, but that having parted with their lands, they 
are ‘ freed ’ for employment elsewhere. Now this einplqymgnt 
‘elsewhere’ is not easy to fed, and the inevitable result is the 
fall of ancient owners to the jxjsition of tenants. 

As regards the speed of expropriation the Board’s second 
report says : — 

“ Further the Note gives only one side of the picture; viz., 
only land sold has been taken into account, and the number of 
transactions examined have been taken eis being by so many 
different persons, since no names are given in the forms, only the 
castes and tribes of the sellers and buyers being mentioned. It 
jyould therefore be advantageous if aH the land transactions of all 
the owners in a very few selected villages in the three districts 
■v^ere examined for the previous ten or fifteen years. This will 
show the rate at which owners enter into sale trEuisactions, and it 
would then be possible to %york out with some exactitude the speed 
of expropriation of small owners by large owners” (p. 38). - 

f It is of the greatest importance that such an inquiry be under- 
taken in these and other districts by a public coiranjttee. The 
chief objects of the inquiry should be to determine (a) the classes 
of small holders who are selling out, (b) the classes of larger 


551 


INDIA BEFORE AND SINCE THE CRISIS 


landlords who are buying out the smaller owners and (c) tlie 
causes of sales. 


Summary 

1. When it is stated that the bigger fish are swallowing up 
the smaller it is not meant that the biggest fish are swallowing up 
the smallest. The number of ‘ monster ’ fish in the Punjab, those 
ovraing over 6,000 acres or paying Rs. 10,000 or more as land 
revenue, is 13. The average area sold per transaction in the 
Punjab is about 2J/2 acres total and V/z acres cultivated. It 
stands to reason that the average seller will not go in search of the 
biggest fish to be ‘ swallowed up.’ It also stands to reason that 
when ‘ monster ’ fish want to buy or sell land, they do not start 
a hunt for the smallest fry. 

2. But there is swallowing up of the smaller by the bigger 
fish in the sense that well-to-do peasants are acquiring the lands of 
poorer peasants sind non-workers living on batai the lands of 
workers. 

3. That well-to-do workers, who have already enough land, 
should buy out the poorer proprietors, is not a matter of indifference. 

4. That the non-worker, who lives on batai, should add to 
his possessions at tire cost of the worker is still more objectionable. 

5. The steady increase in the number of sale transactions 
during the past 35 years, and particularly the rapid increase since 
1930-31, combined with the increase in the proportion of the land 
under tenants, unmistcikably show that many ancient owners have 
become tenants. 

6. No light is thrown on this tendency by the investigations 
made by the Board of Economic Enquiry. The conclusions of 
the Board are of very little value. 

7. This is because of the definitions of ‘ large ’ and ‘ small ’ 
landholders adopted by the Board. These definitions make no 
distinction between poorer and well-to-do proprietors and between 
the worker and the parasite. 

8. The reader is cautioned in the preface to both reports 
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that the results might be different if another definition of large 
owners were adopted. They must be different. 

9. A fresh, more detailed and more comprehensive enquiry 
is needed to investigate ibe facts regar<&g the swallowing up pf jhe 
smaller fish by the bigger in different districts of the Punjab, 

Landlordism 

In arguing tlie case for the control of batai before the Punjab 
Land Revenue Committee, the present writer urged that the tenant 
was entitled to wages of decent living “ By what law?” asked the 
Chairman. No law guaranteeing even the barest living wage to 
the tenant exists. Existing legislation is not concerned with the 
well-being of the tenant. 

This is an extremely unsatisfactory state of affcurs, as unsatis- 
factory as the situation which permitted the ^ploitation of the 
peasant by the money-lender. The money-lender’s loop was based 
on the power of capital; that of landlords is based on the privilege 
of property. 

The Punjab Government haye,„bi'phen the power pf the non- 
agricuitoist money-lender. But a socialist Government will have 
little respect for the privilege of property, particularly when it 
exposes the ‘ have nots ’ to merciless exploitation by the ‘haves 

Two examples are given below to illustrate this exploitation. 

The first is the Risalewala Government Farm in the Lyallpur 
District. It is a large farm of §00 acres, managed by Govern- 
ment experts. The tenants pay do l and re vennp but, the . whole of 
w.ater-ratss; 
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Risalewala Farm, Lyallpur. 1930-31 to 1934-35 



Total Net 


iBcome 


Rs. 

1930-31 

14,897 

1931-32 

19,918 

1932-33 

30,990 

1933-34 

22,411 

1934-35 

25,621 

Total 

1,13,937 

Average 

22,787 

Proportion %. . 

100 


Landlord's net 

Tenant’s net 

income 

income 

Rs. 

Rs. 

13,398 

1,499 

13,283 

6,635 

20,197 

10,793 

15,188 

7,223 

15,898 

9,823 

77,964 

35,973 

15,593 

7,195 

68-4 

31-6 


In the five years, 1930-31 to 1934-35, the total net income 
of the farm was Rs. 1,13,937, of which Rs. 77,964 was claimed 
by the Government landlord, leaving Rs. 35,973 as the earnings 
of about 40 tenants. The average annual earnings of tenants 
thus amounted to Rs. 7,195, as against the landlords annual gain 
of Rs, 15,593. The share of the landlord in the net income of 
the farm (68*4 per cent) was more than double that of the tenant 
(31*6 per cent). 

Attention was first drawn to the contrast between the income 
of the landlord and the tenant on the Risalewala Farm by 
Mr. H. R. Stewart (at present Director of Agriculture, Punjab), 
then Prof, of Agriculture Lyallpur, in publication No. 12 of the 
Board of Economic Inquiry, Pxmjab (‘ Some Aspects of Batai 
Cultivation in the L^llpur District of the Punjab ’) . Mr. Stewart 
thus concluded his examination of the accounts for the year 1 923-24 : 
“ Whilst the tenant profits on an average to the extent of Rs. 19 
per acre in return for his labours, the landlord reaps Rs. 30. It 
is not the object of this paper to criticise the contrast but to deter- 
mine it.’ (P. 7). 

The reader must not forget that the Risalewala Farm is not 
a typical farm. Of all the farms included in ihe Punjab Farm 
Accounts the Risalewala Fmm shows the highest net income. 
Conditions for tenants, hard as they seem to be, are still more 
favourable on this Government Farm than on private farms. 
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A Private Farm 

As an example of private farms we may take a farm of 
2 7‘3 acres in the Lyallpur District (Chak No. 248 R. B. 5ee 
Punjab Farm Accounts) . 


Farm of 27'3 Acres. Lyallpur District 




Total net 

Landlord's net 

Tenant’s net 



income 

income 

income 



Rs. 

Rs. 

Rs. 

1930-31 . . 

• « 

340 

401 

' 61 

1931-32 . . 

» * 

764 

552 

212 

1932-33 .. 


224 

230 

6 

1933-34 .. 


394 

296 

’ 98 

1934-35 .. 


821 

493 

328 

Total . . 


2,543 

1,972 

571 

Average . . 


508 

394 

114 

Proportion per cent 
Land revenue paid 

in 

100 

77'5 

22-5 

5 years . . 

Net income, 1930-31 

to 

930 

465 

465 

1 934-35 deducting land 




revenue 


1,613 

1,507 

106 

Average . . 

• • 

322 

301 

21 

Proportion per cent 


100 

93'4 

66 


Ignoring land revenue, of the total net income of the farm, 
77'5 per cent went to the landlord on an average during the five 
years 1930-31 to 1934-35. 

Deducting the land revenue paid by the landlord and the 
tenant (half and half) the landlord reaped Rs. 1,507, while the 
tenant earned Rs. 106 for his labour during these five yecirs. The 
average an n ual income of the Imdlord was Rs. 301, while the 
tenant earned Rs. 2 1 annually as the reward for his labour. 

The tenant’s family included four adult males, all workers. 
Earnings per worker amounted to Rs. 5-4 annually. This was 
the workers’ reward, on an average, for honest toil for a year. 

It is seen that of the total net mcome of the farm, deducting* 
land revenue, 93’4 per cent was claimed Ey the non-worker. Th^ 
tenant starved. 
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Is this just? 

It must be admitted that the privilege of property subjects the 
have nots ’ to fearful exploitation by the ‘ haves 

It will appear that the working peasant is exploited not only 
by the money-lender but by others as well. There is a difference 
between exploitation by the money-lender and that by the non-work- 
ing landlord. It is due to the difference between land and capital as 
agents of production. Land is a free gift of nature, while capital 
is not. A price must be paid for the loan of capital, or interest 
cannot be abolished; rent of land, on the other hand, is a wholly 
unnecessary payment. The abolition of rent will not cause land 
to disappear; but the abolition of interest will affect the supply of 
capital. 

Interest is paid in socialist Russia to depositors and bond- 
holders in that coimtry. Payment in kind is made by collectives for 
farm machinery borrowed from the State. The loan taken from a 
money-lender ultimately takes the form of tools and implements. 
It is immaterial whether a loan for productive purposes is made 
in the form of money or directly in the form of tools and imple- 
ments; it is also immaterial whether interest is paid in kind or money. 

There is a curious im willingness on the part of the Pimjab 
Government to recognise forms of exploitation other than those 
associated with money-lending. Whilst the most stringent measures 
are devised for the benefit of money-lenders, the non-working land- 
lord is left alone, although he exacts a payment several times greater 
than the land revenue, for no services rendered either to the land or 
to the tiller of the soil. 

Landlcmid Rights 

Under Hiiidp and Mohammadan Kings the State was not the 
univemal landlord. It r^qgnised rights, of property in land. In 
the Report on the Revised Settlement of the Montgomery District 
( 1871-76) it is stated (p. 211): 

“ It must always be remembered that under native rule no such 
thing as absolute proprietary right was recognised. The missing 
class was not the hereditary tenant but the proprietor.” 
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The proprietor, however, existed. Gjmmenting on this view, 
E. B. Steedman, Settlement Officer, says in his Report on the 
Revised Settlement of the Jhang District (1874-1880) : 

“ It is difficult, perhaps impossible, to define with any 
accuracy to what extent the rights of property in land did exist, but 
they were certainly not extinct. The ruling power was not an all- 
powerful landlord, and all the subjects, except those enjoying 
special privileges, merely tenants-at-will. That some rights of 

■ • • nw* , > « 1, >.1» V as.«wi»4t' 

transfer and mortgage jwere possessed and exercised during the 
rei^s of the later Syal Khans, is abundantly proved. Many 
undoubted genuine deeds have been produced in land cases during 
this Settlement ” (p. 64). 

'•Proprietorship in the Punjab under the Sikhs meant cultivat- 
ing proprietorship. The land revenue demand was heavy. There 
was therefore a tendency to ignore non-cultivating proprietors and to 
recognise the cultivator as proprietor. The State, might grant jag irs 
for services rendered to the State, or to holy men. But the 
revenue which privileged persons rajoy^ was not an additipiial 
charge bn the cultivator; it was a remission of revenue due to^the 
Sfate. Generally speaking, then, only two partes shareTin__the 
pfbdiice of the land; the State and the cultivator. 

Under _;^bar there were no intern^d iaries bqcaus;e 
wanted.., alLdtSJxm except that. portion... of it 

which iagir d ars a nd others were permitted, to eniov on behalf of 
the Stsij:,§. i^d such was the ppsitipn under.. Sikh ._rule. In the 
territories governed by Diwan Sawan Mai any one who broke up 
new land, or began to work a deserted well, became the 
proprietor of that land and liable to pay the land revenue. “ In 
practice,” writes Mr. E. B. Steedman (loc. cit. p. 69), “the 
Diwan held that no ma n had any right to_any land that he coul d 
not cultivate, and grants of waste land were given to a ny body 
rvho could bring it under cultivation. Not only did this take place, 
but many persons who had formerly been tanants-at-will found them- 
selves invested with the doubtful privilege of paying direct to the 
State. The proprietors dropped out because there was no room 
for them.” 
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TTie privilege of paying direct to the State was doubtful 
because the State’s demand was heavy. 

“ The State,” continues Mr. Steedman, “ took every thing 
it could from the cultivator, and the idea of a middleman intercept- 
ing part of the collection was not for a moment entertained.” 

The new proprietors belonged to every class. “ Nothing,” 
Mr. Steedman tells us, “ was sacred to Sawan Mai. Churas and 
kamins were in his eyes just as good proprietors, probably better 
than Syals and Beloches. There were thei no boundaries. The 
Syals retained what they could cultivate. The waste was occupied 
by Sawan M 2 il’s colonists ” (Loc. cit. p. 69) . 

The old proprietors may not have dropped out completely, 
but it is clear that under such conditions they could not prosper. 
A new class of proprietors arose, those who cultivated the land. 
T^at may probably account for the comparatively leirge number of 
pecisant proprietors in the Pmjab. 

The existence of intermediaries today, who haye.jiptbmg to 
do with the cultiyarion of Ae land and w^ the fruits, of 

others’ toil, is larg ely due to the British Government. The Report 
on the First Regular Settlement of the Muzaffargarh District 
(1873 — 1880) by Edward O’Brien, Settlement Officer, gives an 
interesting instance of superior proprietors being formed by the direct 
action of the British Government. A number of Pathans had 
settled in the Muzaffargarh District under the Afghan governors of 
Multan. They enjoyed grain allowances, called ^usur, which were 
not a tax on cultivators but were paid out of the Government’s 
share of the produce. The Sikhs took Multan in 1818 and the 
Pathans fled. In 1848 they returned to help Major Edwards in 
his operations against Mul Raj. For their services the Pathans 
claimed restoration. Their claim was conceded and they obtained 
decrees for ^asur in various villages under the rules issued by the 
British Government. The old kasur was a deduction from the 
revenue ; the new J^asur meant the imposition of an additional grain 
cess on the cultivators. The Deputy G>mmissioner reported in 
1853 that the new ^asur had “paralyzed the industry of the 
cultivators” (p. 93). He protested again in 1859 instancing 
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villages that had been ruined by that policy, “ The result was,” 
says the Settlement Officer, “that in some villages the Pathans 
succeeded in ousting altogether the inferior proprietors [Sawan Mai’s 
cultivating proprietors] ; in others they reduced them to the position 
of tenants-at-will.” In still other cases the Pathans settled down 
as superior proprietors with the right, enforceable by law, to exact 
kasur. 

These are impleasant facts, but they are of some importance 
as showing the origin of landlord rights in particular cases, £ind 
also how cultivating proprietors may disappear altogether, or be 
turned into tenants-at-will. 

TTie State, having called useles&JnteiflQysdiaries into existence, 
may at least limit their dem^ds. 
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AGRARIAN LEGISLATION, OTHER PROVINCES 

Werner Sombart in his Deuischer Sozialismus enumerates no 
less than 1 87 varieties of socialism, many of which are not 
mutually exclusive, including Marxian socialism, which is 
socialism of the industrial proletariat (pp. 65-67). And yet one 
would search this long list in vain to find the type of socialism 
represented by the Punjab Government- — caste socialism. 

The Punjab Government have protected statutory agricul- 
turists from exploitation by non-agriculturists. Agriculturists and 
non-agriculturists in the Punjab are distinguished by caste, not 
necessarily by occupation. One may be a Minister of Government, 
an Advocate, or an Engineer, and may have never so much as 
touched a plough, but still, in virtue of being born in a particular 
caste, be a good agriculturist. 

■ ■ The cy t e socialism,,.c>L jtlm Pm jab Government r ecognis es 
no exploiter but the n on-agricult urist mone y-lende r. It is undeni- 
able that the money-lender has sinned grievously, and yet, as we 
have seen in the preceding chapters, he renders a service, and is 
indispensable. Ther^ is every jus tification for compelling _the 
money-lender .to k.eep„r.egular_ accounts* to r egiste r himself, tp_ take 
a l icens e for practising his prof ession, and for punishing him when 
he tries to over-reach his client s. And yet (and this is the 
experience of the whole world), i t is impossible to c ontrol th e rate 
of i nterest except through the channels of supply a n d d eman d. 

Much worse than the money-lend er a s np e xplo iter is the 
non-worESSg landlm^' foF'f Ke la tt e r exacts .. a payment from th e 
wor£a: for no servic es at al l. The socialism of die Pimjab 
Government turns a blind eye to the exploitation of the tenant 
by the non-working landlord. 

When the attention of Government is drawn to the exploita- 
tion of the smaller by the bigger agriculturists, the Government are 
ready to find excuses for the bigger agriculturists. In the first 
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place, it is argued, there are no big landlords in the Punjab, only 
13 out of 35 lakhs. A big landlord, according to the Revenue 
Minister (Sir Sundar Singh Majithia) is one who pays more than 
Rs. 10,000 as land revenue. Secondly, if reference is made to 
the buying out of the smaller by the bigger land-owners, we are 
told that in the Punjab it is the small fish that are swallowing up 
the big! If one agrees to the definition of a big land-owner as 
one who owns more than 300 acres, one is botmd to discover, as 
we have done, that the great majority of sale transactions take 
place between small owners. 

The terms ‘ big ’ and ‘ small ’ are relative. The Risalewala 
Government farm of 800 acres is a very big farm according to 
Punjab standards, but it is a small farm as compared with Soviet 
farms of 5,000 acres. 

There will never be any agreement in regard to the definition 
of a ‘ big ’ lanlord. But the distinction between an agricultureJ 
worker and a non-worker is clearly marked. In the Punjab, very 
generally, one who owns fifty acres or more does not cultivate the 
land himself. He lives on the produce of others ’ toil. 

The number of land owners in the Punjab who own 50 or 
more acres is 121,000 out of 35,00,000. The number is small — 
3'7 per cent of the total. But the percentage by itself is of little 
significance — it is even misleading. In England, dutiable estates 
of over £50,000 net value in 1934-35 were only 1 per cent of 
the total number of estates, but they represented 36’48 per cent 
of the total value of estates (Cole, The Condition of Britain, p. 75) . 
The number of those who own fifty or more acres becomes signifi- 
Ccint when we leeim that they own 25'7 per cent, or a little more 
than one-fourth of the total leuad. 

The occupancy tenants in the Punjab are of comparatively 
small importance. Tenants-at-will . without ...a^y ,rig|it ,of 
qccu pemc y, cultiva te 48 per cent .of. .tijsJPtalJUnd. 

T he plight of these tenants (zls we have seen) is m iserable. 
On an average of good, bad and ind iffere nt years, over 80 per cent 
o^e net jncoine^OW the la nd goes to the landlord. The tenant- 
at-will literalljs^ starv es. He has no hope of acquiring hereditary 
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rights of tenancy. And no one has thought of regulating the rent 
he pays, or limiting the exactions of rapacious leindlords. 

The socialism of the Punjab Govenunent is reconcilable with 
shamless exploitation of the tenant by the landlord. Why? 
Because the castes of the exploiter and the exploited are the same. 
Caste socialism affords the exfxtited agriculturist protection against 
the non-agriculturist exploiter, but not against exploitation by a 
non-worker of a statutory agriculturist tribe. 

At the end of the year 1938 a Congress Member of the 
Punjab Assembly (Mian Iftikhar-ud-Din) gave notice of a bill 
to amend the Punjab Tenancy Act, 1 887. It was proposed in 
the amending Bill ( 1 ) to confer the right of occupancy on a tenant 
who had been continuously cultivating the same land for a period 
of six years or more immediately preceding the 1st of October, 1938 
(2) to charge the landlord with the duty of paying the whole 
of the land revenue and the water-rates, (3) to free tenants from 
the burden of all other payments, except the legitimate expenies 
directly relating to the cultivated land. 

The attitude of our Government toward tenants is shown by 
the fact thatjeave to introduce the bill was refused! The subject 
may not even be discussed in the Punjab Assembly! Of course 
there is not slightest chance of such a bill being accepted by an 
Assembly dominated by non-working leindlords, and led by 
Ministers who are, some of them, big landlords themselves. 

In the rest of the chapter we shall study the action taken in 
other Provinces, chiefly Bihar and the United Provinces, to 
safeguard the rights of tenants. Congress Government are not 
socialist ,and yet the socialist Government of the Punjab may take 
a leaf out of their book. 

The Bihar Government has enacted measures for the 
protection of the rural borrower (the Bihar Money-lenders’ Act, 
1938; the Biliar Money-Lenders’ (Amendment and Application 
to Pending Suits) Act, 1938. But it has not forgotten the tenant. 
In fact the most important agrarian measures enacted in Bihar are 
those relating to the reform of tenancy. Those measures are five 
(1) The Bihar Tenancy (Amendment) Act, 1937; (2) The 
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Chhota Nagpur Tenancy (Amendment) Act, 1938; (3) The 
Bihar Tenancy (Amendment) Act, 1938; (4) The Champaran 
Agrarian (Amendment) Act, 1938; cind (5) The Bihar Restora- 
tion of Bakasht Lands and Reduction of Arrears of Rent Act, 1938. 
In noticing ihese measures, we shall closely follow the ‘ Resume ’ of 
Legislative Measures’ issued by the Information Officer, Govern- 
ment of Bihar. 

It is explained in the ‘Resume’ that the tenancy law of 
Bihar was in some respects eJready in advance of the tenancy law 
as it obtains in the neighbouring United Provinces. 

' For example, in Bihar a raiyat who cultivates land in a village 
for 12 years becomes a settled raiyat of that village. Every 
settled raiyat acquires right of occupancy not only in respect of the 
land he has so cultivated for 12 years but also in respect of all 
other lands of which he may come into possession as a tenant. An 
occupcuicy holding is heritable without having to pay any premium 
to the landlord and also transferable subject to payment of Salami 
(l^dlord’s fee) amounting to 8 per cent of the consideration 
money. An occupancy raiyat caimot be ejected from his holding 
for non-payment of rent or for any other reason except that he 
has rendered the land unfit for cultivation. He is entitled to dig 
wells or tanks in his holding, to erect a house on it, to make bricks 
for such house and to plant and cut trees on the holding. The 
only right the landlord has is to get his rent, for the arrears of which 
he is entitled to sue the tenant in a civil court and bring the holding 
to sale in execution of his decree or get his movables attached or 
the debtor imprisoned just as any other creditor can. This was the 
position before the amendment of the law by the present 
Government. 

AJl cultivators pay rent to their landlords, Rent is paid in 
cash or in kind. Cash rent is prevalent in most of the districts of 
the province, while rent in kind is paud largely in the districts of 
Patna, Gaya and parts of the district of Monghyr. 



INDIA BEFORE AND SINCE THE CRISIS 

Rent Reduction 

Where b atai was prevalent jt was customary to divide- the crop 
hsJf ^d irnlf, or 22 seers. in,.a.maund_(z.e. 1 l/20th) to the land- 
lord MdJ, 8 sccts^ maund (z.e., 9/20th) to the tenant. This 
ratio has now been reversed and the share of the landlord in the 
produce shall in no case exceed 18 seers and that of tire tenant 
shall not be less than 22 se ers in a maund . 

By the new law any t enant who is dissatisfied with his. rent 
in kind is givenjthe right to get it commuted into.. cash, rent A 
court is now bound to commute the rent on the application of a 
tenant but not so on the application of a landlord. 

The new Act provides for: — 

(1) th e cancellation of a ll e nhapcements between January^ 

1911 and December, 1936. 

(2) t he reduction of all rents commuted between January, 

1911 and December, 1936 in. the sa me proportion 
in which the pr ices have go ne down; 

(3) t otal or pairtial remission of rent in cases where the 

soil has deteriora te d. 

(4) where_Ae]ce-has„.b£fitt.A 

average l ocal prices of st aple food crops (not due 
to a temporary cause) during the currency of the 
present rent; and 

(5) s ettlement of fair rent in other sui table c ases., 

Provision hais thus been made for reducing rent to such 
an extent that the reduced rent shall bear to the previous rent the 
same proportion as the current prices bear to average prices during 
the decennieJ period immediately preceding the commutation. 

Whe n laadJhas„been lost on accoimt of fl oods, the re nt will 
be abated in whole ,or...ia. proportion of area so lost to the area of 
d ie who le-holding. But the tenants’ right in it will subsist and he 
will be entitled to immediate possession after reformation on the 
same rent as was payable before. 
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Transfer of Occupancy Holdings 

Unrestricted right of transfer of occupancy holdings has been 

conceded. Mo. Sala m[ (landlord’s fee) need now be paid , by a 

transferee to get his transfer recognised- The landlord is bound 
to mutate the transferee’s name in his papers if only the transferee 
pays a nominal registration fee. 

In the case of transfers made before 1923, even notice is not 
necessary, not is it necessary to pay any registration fee at all. 

Under the old law a landlord was not bound to recognise any 
division of a holding or a distribution of its rent between the co- 
sharers. Even when he did recognise such a division or distribution, 
he did it only after he was paid a heavy Salami. In this respect 
too the law has been changed. Co-sh arers may now fre ely part i- 
tion their holdings ^ad „distjil?JitS, between ,them§jplye,§, the j;enls„pf 
such ho lding s. The landlord is now bound to regagaise 
divisions .of .holdings and distribution of ren.ts. 

Under the old law whenever a^raiyat defaulted in paying rent 
he was Ikble to pay damages which would go up to a sum equal 
to 25 per cent of the total amount of rent in default, or interest 
calculated at the rate of 1214 pei" cent per annum. These da mages 
have no w been abolished,. aiuLj , he. .ja.te, of interest has. bfieiusuh- 
st antially reduced from MV?, to 614 oer cent per annum. 

A raiyaLhas..now bee n jciyj:n cjmpleteim^^ 
and detention in civil prison in e xecution-Q LaA :jee _fQ 3 Lr£nt. Even 
Kis house and movables cannot be attached and sold in execution 
of such decrees. 

The law as it existed enabled the Provincial Government to 
authorise the landlord to distraint the crop of a tenant in certain 
cases without the intervention of a court. This drastic power has 
been repealed and the P rov incial Government . have now taken 
p ower in thei r own hands to la y down .rf!gnia,tiqns.foLthej.ea |isatio n 
of rents in specia l case s — cases in which, in the opinion of the 
Pfewnoal Government, rents cannot be realised by the ordinsiry 
procedure. 

I llegal exactio ns by le mdLor-ds_or t heir ag ents have now been 
made a penal olence punis hable with im pri sonment which may 


565 


INDIA BEFORE AND SINCE THE CRISIS 


extend to six months or with fine which may extend to Rs. 500, 
or with both. # 

Problem of Landless Labourers 

Another class of tenants known as under-raiyats had lio 
right to acquire occupancy rights in their raiyati holdings. The 
!^w Act enables them to acquire occupancy rights if they have 
cultivated the land for 12 years as under-raiyat, and an under-raiyat 
■having such occupancy right enjoys rights similar to those of an occu- 
pancy raiyat in respect of trees, bamboos and use of and succession 
to and eviction from his land. 

Restoration of Lands Sold for Arrears of Rent 

On jiccount of the econo mic depression which began in 1929 
many raiyats were unable to pay^ the rent s of their holdings. The 
result was tha t inn umerabl e holdings wer e sold in execution of 
decrees for a^ears of rent and were, purchased by the landlords, 
in most cases, for gr ossly inad equat e prices. An amendment 
made in the tenancy law with a view to reducing rents could be 
of no avail to those whose holdings had already been sold up, 
or whose arrears had accumulated on account of their inability 
to make payments. For the relief of such persons special legislation 
was necessary, and the Bihar Restoration of Bakasht Lands and 
Reduction of Arrears of Rent Act was, therefore, enacted for the 
purpose. ' 

The Act provides that (a) All lands sold betwera January, 
1929, and December, 1937 are toTenn^tored to their respective 
r aiyats on th e, latte r pa ying for ^ch restoration an simount equal 
to 50 per ce nt of the sum for which the lands were sold and o f 
tp cost necessarOyninaiuTed by t he landlord i n ^taining delivery 
6|fpossiScST 

(fe) Such Ismd shall not be restored if they were settled in 
good faith with a third person before the 22nd March, 1938, or in 
certain cases, before the 19th April, 1938. 

(c) If the rent of a land sought to be restored was settled, 
commuted or enhanced after the 1st January, 1911, the whole of 
such land is Hable to be restored. 
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(d) If the area of the land in possession of the landlord and 
liable to be restored is less than the area which the raiyat is entitled 
to claim, the whole of the area in possession o^the landlord and 
liable to be restored shall be restored; 

(e) The .amount payabl e for res tora tion m ay, jtf die Collector 
so directs, be paid, in easy inst alments w hic h m ay extand^joyey a 
p eriod of fivT yemT;..nnd-^-~ 

(/) If the raiyat fails to pay the instalments for two years 
he may be ejected by the Collector, but if the instalments in default 
relate to the last two years of the period of instalments, the raiyat 
is to be given a further opportunity of paying up the instalments 
in arrears before he is ejected. 

Provision has also been made for reduction of arrears of rent. 


Special Tenancy Legislation 

The Champaran Agrarian (Amendment) Act and the Chhota 
Nagpur Tenancy (Amendment) Act have been passed with a 
view to meet special needs in the matter of tenancy legislation in 
local areas- 

'*•**(* ■ ■ 

So far as Champaran is concerned, the history of the in- 
equitous enhancements commonly known sis the “indigo enhance- 
ments ” is well known. A Government Committee made certain 
recommendations on the basis of which the Champaran Agrarian 
Act was passed in 191 8. Tlg|.^Act jmade substantial reducticms 
in the enhancement s, but even these reduced enhancements were 
sufficiently heavy and extremely unpopular. The .present . Govem - 
ment have, therefore, ena cted new legislation to, canc ell all th e 
indigo enh ancements howsoe ver made. 

In Chhota Nagpur it has been provided that where ajcaiyat 
converts Imid into Ko^arf, he shall no t be li able to pay any ren t 
for such land und after tke.jexDi33tiQmj^-ja43£riod^^ years 
from the end of the a^icultural year in which the first crop is 
harvested. 


t Lands which hav^ been converted from uplands, jungle or waste with lowlands 
by terracing or embanking. 
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United Provinces 

bill was introduced in tlieU.P. 
Assembly by Government in 1938 . The bill is under discussion 
and since numerous amendments (about 2,000) have been 
proposed, it will be some time before the bill is placed on the 
Statute-book. 

It contain? provisions .Ksardin ; devolution, 

transfer, extinction, merger, division and exchange of tenancies; 
determination and modifica tion of rents; payment and recovery of 
rent; distraint; ejectment; arrears of revenue; and numerous other 
matters. It has aroused the bitterest opposition on the part of 
landlords. An assurance was given to landlords by the Premier 
of the United Provinces that the Government believed in the 
Zamindari system being retained, and recognized landlord’s right 
of ownership. But according to the critics of the Bill: “ There 
is not a single provision in the Bill which does not greatly curtail 
the rights of the zamindars, while even the fundamental rights of 
the zamindars are attempted to be taken away, leading almost 
to the expropriation of the class in a subtle and clever manner ”. 
(Note of dissent to the report of the Select Committee on the Bill 
by Nawab Sir Muhammad Yusuf). 

It is laid down in the Bill that the rate of rent must no t 
exceed one-fifth of the prod^e of Jthe holding. At present, under 
the batai system, one-half of the produce goes to the landlord. 
The zamindars in U.P., it seems, would be satisfied with one-third 
of the value of the produce as their share. 

The Bill, according to landlords, apart from reducing rent, 
would so slacken the methods of realization of rents through 
processes of ejectment, and so complicates the methods of distraint 
that it would be practically impossible for landlords to pay Govern- 
ment revenue in time. Ejectment would be made more difficult, 
or in the opinion of the critics, the Bill would encourage tenants 
not to pay the rents due. 

It is difficult to predict the final form in which the Bill would 
become an Act. The strongest opposition is to the clauses relating 
to Sir. Ther e were three main ques tions relating to Sir: — (1) 
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whether zamindars should in future have the right to add to their 
Sir, (2) whether all the present Sir should remain Sir; and (3) 
whether in any circumstances tenants of Sir should become hereditary 
tenants. 

The majority of the Select Coimnittee took the view that the 
snaaller landlords should not be deprived of their existing rights in 
SjTj. for in some cases it is practically their only source of income 
But the case of the larger landlords paying more than Rs. 250 
as land revenue was different. In their case some reduction of the 
Sir area was justifiable. No limit has been fixed as to the amount 
of Sir of an individual proprietor. But in the case of larger land- 
lords (those paying more than Rs. 250 as land revenue) who 
have let their Sir to tenants, it has been provided that, subject 
to certain restrictions, all their tenants of Sir should become here- 
ditary tenants, and that their holdings should cease to be Sir. 

A limit, 50 acres, has been fixed below^ ^ 

larger landlord should npt be reduced by ^ the. grant, pf herediSiry 
rights to his tenants of Sir, The object in reducing,the„SiV area 
is to reduce the area^ia^v^ich tenants . will be deprived, of here- 
ditary rights. Fiirther. it was, desirable that tenants of jhe land 
which will remain 5ir should be gircn sorne .security of tenure. It 
has been provided that persons who are tenants of Sir at the com- 
mencement of the Act and who do not acquire hereditary rights, 
or are later admitted as tenants of Sir, shall be entitled to retain 
their holdings on the same rent for a period of 5 years. 

C urtailmfflt of jSir rig hts of larger l andlo r ds is naturally re- 
sented by the landlords .concerngd. In this connection two dissent- 
ing landlord members of the Select Committee (Messrs Bisheshwar 
Dayal Seth and Jagan Nath Baksh Singh) thus complain of the 
‘great injustice’ done to those who pay over Rs. 250 as land 
revenue : — 

“ is a r ight which z amindars g reat ly valu e. Not even the 
most tyrannical of rulers when they arbitrarily confiscated estates 
or sold them up, ever deprived proprietors of their Sir rights. Yet 
under the proposals contained in the Tenancy Bill landlords are to 
be deprived, by a piece of retrospective legislation, of land which 
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has, in many cases been held for generations as Sir, if, for some 
reason or other, it happened to be sub-let in 1937. In such leind, 
no matter for how long he had held it, the tenant never considered 
that he had acquired any right at all and he knew that he was 
liable to ejectment any day at the will of the landlord. Similarly 
the landlord never had any apprehension that he might be deprived 
of such land if he let it. It has often happened that, if the landlord 
heis been away from the village in some service or business or 
profession and there has been no one in the family to look after 
the cultivation he has let out his Sir land to cultivators who took it, 
knowing full well that they would have to leave it at the desire 
of the landlord. Is it fair that such a landlord should be deprived 
of his Sir rights?” 

It may be explained that Sir land is a matter of considerable 
importance in the United Provinces, not so much in the Punjab. 


Sir exists whe re the landlord body is distinct from a body of tenant- 
cultivators._ ]^ch (lan^ord) cp^shmerjbas Sir, or his own special 
Eome-fa^ In the Punjab villages are often held by families, or 
tribal groups, who own the whole village or the greater part of 
it. The land-owners are thus not a distinct body from the body 
of tenant-cultivators. In the United Provinces when an occupancy 
right is allowed, it does not extend to the Sir lan<i. The new bill 
for the ..first tjoie att empts to reduce Sir area by the grant of 
hereditary rights to tenants of larger landlords. 


Madras 



The .Ma dras Agrici illairalJEIdief Ack J.928, makes provision 
for the scaling down of debts incurred before 1st of October, 1932, 
in the following manner: — 

(1) All interest outstanding on the 1st October, 193X.due 
by an agriculturist, shall be deemed to be discharged, 
a nd onljy the principadj,..pr put^andmg portion of the 
principal sEalTBe repayable. 

, (2) Where, an amr iculttmst nas paid to any creditor twice 
the amoun T oT~ tE epm ci pal w hether by ,_way j>f 
princi pal or interest or bo th, such debt inc luding 
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pmcipaJ, shall be deeni^_^jto_, be ...vrfiplly 
dischargeoL ^ 

3) Where the pasrpent, falls short of twice the aciQunt 
of the principal s uch a morint only as would make 
up tHs shortage shall be repayable. 

Rate of interest on debts Jncurred on or after the Ist Octdser, 
1932, shall not .^ceed 5 per cent p^ Mn^m, simple into^t 
Debts due to co-operative soaeties have K^n excluded from tf ’ ’ 
scope of this Act. 

TTre^ Act also makes provision for the total rsnission.. of 
arrears of rent under c^ain conditions. Of this one example may 
be given. A ryiat or tenant (suppose) was in arrears at the 
commencement of this Act in respect of rent for fasli 1345 and prior 
faslis in the sxun of Rs. 500. Rent was also due from him for 
faslis 1346 (Rs. 100) emd 1347, also (Rs. 100). The rurears 
of rent amoimting to Rs. 500 would be deemed to be discharged 
if rent for fasli 1346 (Rs. 100) was paid before 30th September, 
1938 and rent for fasli 1937 before 30th September, 1939. 

Bombay 

■ In Bo mba y by an A ct passed io^J938 Jands.. fo rfeite d as a 
r esult of, . jGii^-I3isdbediencE. MoyfimsntTpr, .thp. , PPftrPaysillBt 
of land revenue Imyejbeen restored. This is a political reither than 
an economic measure. 

A Small Holders* R elief Act was also passed in 1938, which 
remciined in force up to die 3l5t March, 1939. A small holder 
was defined as an individual who (i) holds lemd not exceeding 
6 acres of irrigated land or 18 acres of other land, or who holds 
land of whatever description, the total annual agricultural assess- 
ment of which does not exceed Rs. 30, and («) cultwato ^nd 
himself or is an mfmor village servant 

The Act provides for the stay of a ttachment and. sale of 
dwellip^HOic^e^, m3^ cattle, st anding crop, ho usehold utensils, and 
agricultural produce necess ary for the support of the small hol^r 
an d jus family in ^ecuti on of d ecrees. 
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The Act also prevents landlords from evicting a tenant who 
has been in possession uninterruptedly from 1st January, 1932 
provided the tenant paid the rent due for the year ending with 
30th June, 1938, before 15th May, 1938, and was willing to 
hold the land thereafter on the old terms and conditions. 

A Bill, published in the Bomb ay Government Gazette of the 
Sth August, 19 38. se eks tp s„af^guard the interests of tenants as 
jainst landlords. 

A class of ‘ protected tenan ts ’ is Jo^ be .created. A person 
tail be deemed to be a protected tenant if (i) he has held land 
. > a tenant continuously for a period of not less than six years 
immediately preceding the first day of January, 1938, (it) he has 
cultivated such land personally, and (Hi) if his landlord owns 
33-1/3 or more acres of irrigated land or 100 or more acres of 
other land, or land of any description the total annual assessment 
of which exceeds Rs. 150/-. 

Arrea rs of ren t due from protected . tepaiUs on the 1 st of 
December, 1938 shall be payable in .four^ual annual instalments 
beginning with 31st May, .,193.9.-„ .. be.,cyicted bj_ the 

landlo rd unless he makes a default in the payment of any instajment 
of the arrea rs, injures the Isind, or sub-lets it,_ that is, fails to culti- 
vate it per sonall y. 

The rent paid by. a ‘ protected tenant/shall be /reasonaH 
Where a dispute eui ses G over.i]rosal. will„ intervene and determine 
the anioimt of the ‘ reasona^^^ taking into account the 

following factors: — 

(a) The rental values of lands used for similar purposes 

in the locality; 

(b) The profits of agriculture of similar lands in the 

locality; 

(c) The prices of crops and commodities in the locality; 

(d) The improvements made in the land by the landlord; 

and 

(e) Such other factors as may be prescribed. 

In regard to tenants gene^ly it is_j)rpposed to abolish all 
cesses, rates, taxes, or other paym ents jai .sfim ces exa ct ed by land - 
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lords other than the rent lawfully dpg. Any person who levies 
any such cess etc. shall, on conviction, be punishable with fine which 
may extend to Rs. 1,000. 

Provisi on has, also been made for suspension or remission of 
rent. Wherever Isind revenue payable by a landlord to Govern- 
ment is suspended or remitted, the landlord shall suspend or remit, 
as the case may be, the payment to him of the rent of such land 
by his tenant. If no land revenue is payable to Government, but 
Government has suspended or remitted the land revenue in respect 
of any other land in the neighbourhood of such land, the Collector 
may suspend or remit the payment to the landlord of the rent or 
part of it due in respect of such land. 
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Taxation 

iThe taxable capacity of' a people is the maximum amount that ' 
they can contribute tO'Wards the expenses of the State. It is found 
by deducting from their total income from all sources the minimum ' 
amount required for consumption, for replacing -old capital and for 
new additions to capital. 

If allowance is not made for the replacement of capital as it 
wears out and for additions to the country’s apparatus of production, 
industrial efficiency will suffer, which must react on the income- 
earning capacity of the people. Further, minimum consumption 
does not mean bare subsistence, or the amount required to keep a 
worker’s body and soul together. Minimum consumption must be 
interpreted as consumption necessary * for efficiency. Taxable 
capacity, or the taxable surpluses a surplus of production over costs 
in this sense-lJ. A. Hobson says: 

** I may summarise this analysis of ability to bear in the following general 
terms. Those elements of mcome which are necessary payments to owners 
of productive agents, in order to sustain the productive efficiency of an agent 
and to evoke its application, rank as * costs * of production, and have no ability 
to bear taxation. The standard wages required to keep a working-class 
family on such a level of efficiency and comfort as will maintain and evoke 
the regular application of its labour-power constitute labour * costs \ Such 
salaries, fees and profits as are necessary under existing social and economic 
conditions to secure the supply of the requisite amounts of business and pro- 
fessional ability needed for the initiation, organization and management of 
productive enteiprise, must similarly rank as ‘ costs ’ of ability or brain-labour. 
To these must be added, under any system of private enterprise, the minimum 
interest required to evoke the ainount of saving and the application of new 
capital needed to furnish the plant, tools and materials for the productive 

processes^’.! 

In his Science of Public Finance^ Mr. Findlay Shirras 
attempted to determine India’s taxable capacity and on the basis of 

t Taxation in the Neu? State J. A. Hobson, pp. 41-42. 
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his figures he reached certain conclusions regarding the burden of 
taxation in India, as compared with that in England, in the year 
1922. The figures are interesting. ' Mr. Shirras found that effpf-rk.A 
taxation in th e case of India in that year was 4 per cent of the gross 
income as compared with 24 per cent iii that of the United KineS^ 
and 30 perj:mL .QjLlax.able capacity as against 82 per cent in iKp 
U nited Kingdom . He indeed points out that the figures “must not 
be interpreted too rigorously still the impression that they leave 
on the reader’s mind is t hat India is, com paratively, a lightly taxed 
countr y. We are also often told by propagandist writers, who have 
never made any study of the subject, that India is the most lightly 
taxed country in the world. 

I Now it is almost impos sible to make international comparisons 
of tax-burdens. This is chiefly because the things that we compare 
are not mesame. The eco nomic organizations of two countries 
like India and England ^are different: in an agricultural country the 
flow of production and income is less regular and constant (as it 
depends on the vagaries of the monsoon) than in a manufacturing 
country; the systems of taxation are also different: our land revenue, 
for example, is a peculiarly Indian product, and the Indian income- ' 
tax, both in regard to the basis of assessment and^the method of' 
assessment, differs from the British income-tax; t^ levels of i ncome , 
or prosperity in the two countries are not the same, and this vitally 
affects tax-bearing power; filially, the burden of taxation „ also) 
depends on s u^T fa ctors as (a) the objects on which the income 
of the State is larg ely spent an d (F) whether the proceeds of taxation 
are spent in the country in which the taxes are raised, or a consider- 
able jpropqrtlSi S^^ejirtjputside^ as in the case of IncKa. 

It will be seen that, apart from the difficulties involved in measur- 
ing taxable capacity, international comparisons of taxable capacity 
must take account of so many different and involved factors, that 
conclusions based on them, as in the case of India and Great Britain, 
are scarcely of any value.) 

In the csise of India therejsjhe. f urther, di fficulty that reliable 
estimates of national i ncome do not exist . Dr. Bowley and 
Dr. DTHTRoBertson have recently made suggestions regarding an 
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economic census of India. They were so much impressed by the 
difficulties of tire task, (caused by the lack of reliable and accurate 
data) that they did not recommend for India at present any estimate 
of national wealth as a whole. For rural income they have 
advocated an estimate of the quantity and value of all produce and 
all services by the method of intensive surveys in selected villages, 
and for urban areas, in the first instance, surveys of the larger towns. 
These surveys of selected rural and urban areas will make it possible 
to estimate national income within certain limits. 

It is obvious that where accurate information about the volume 
and value of national production is not available, any estimae of 
nationl income must be a guess, more likely to be wrong than right. 
The conjectural nature of such estimates may be shown by an 
example. Mr. Shirras estimated the produciton of milk in British 
India in 1921-22 at 290,665,151 maunds; the value of the milk 
was estimated at 310,36 lakhsf equal to 15*6 per cent of the total 
value of all produce. 

Now it may be doubted if the number of milch cows and 
buffaloes in the whole of British India is exactly known. Even 
if our information on this point is reliable, there is room for great 
uncertainty and difference of opinion as regards the production of 
milk in a given year. If lower figures were taken for the pro- 
duction of milk and its value, the amotmt of national income would 
fall, and taxable capacity would fall too. 

Whil e for rea^ns state^ ft ft ftoRPSsible to determine 

the proportion of taxation to taxable capacity in India_at present, 
there is some evidence to show that the proportion is hi gh in the ca se 
of the great bull^of the population. 

The two chief direct taxes levied in India are the income-tax 
on non-argicultural incomes, and the land revenue, which operates 
as a tax on agricultural income. Of these two taxes by far the more 
burdensome is the land revenue. It is a tax which even the 
land"Owner cannot escape, and it is a tax on the subsistence 
the worker. 


*}* The Science of 
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The Income-tax 

In England total income, assessable income and taxable 
income mean different things. 

The assessable, jncome. is foimd by deducting one-fifth (not 
exceeding £300) from the total income earned by an individual, 
and adding to it the whole of the unearned or investment income. 

The t^ js charged not o n a ssessable but taxable income. 
This is found by deducting from the assessable income £.100 for 
a single person and £.180 for a married couple, and also given 
' allowances in respect of children (£.60 for each child) , depen- 
dents relatives or house-keepers, but not assurance premiums. 

The standard rate of the tax has varied as follows: 

1925-26 to 192 9-30 .. .. 4s. in the £ 

1930- 31 . . . . . . 4/6 „ 

1931- 32 to 1932-33 .. .. 5s. ,. 

1934-35 to 1935-36 .. .. 4/6 ., 

1936- 37 .. .. .. 4/9 ., 

1937- 38 .. .. ..5s. 

1938- 39 . . . . . . 5/6 „ 

From 1931-32 the tax was charged on the first £175 of the 
taxable income at half the standard rate. In 1935-36 a relief of 
two-thirds of the standard rate was allowed on an amount of 
income not exceeding £135. Incomes not exceeding £1 25 a re 
exempt from taxation and the tax payable on any total income of 
less than £140 is not m ore than one-fifth of the amount by whi c h 
the total income exceeds £125. 

■ ' En gland betwee n eam ed and 

imearned jncome. and between .marned and j^^ persons. 

It is_also recognised thjd: those having more children, and dependents 
have a smaller tax-bearing capacity than others less burdened in 
this re spect 

The super-tax, now called sur-tax is an additional graduated, 
income tax levied on all personal incomes exceeding £2000 per 


annum. 



The Slab System 

The reform of the Indian Income.-ta&.jyas consid ered byjhe 
ne-tax Enquiry Comrattee appointed by the Government of 
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India in j[936. Its most importa nt recommendation, which has 
Been accepted.was the substitution of the ‘slab* system in place 
of the ‘step’ system. Tire committee c ondemned the step s ystem 
on the ground that under this sys tem Ae actual tax payaUe un 
various ranges of incom^e is excesswe as compared- with that on 
incomes above and below. The ‘slab* system is baseJ on the 
application of progressive rates to successive slices of income. 
The specimen scale of rates on ‘slab’ system given by the Gjmmittee; 
is reproduced in the appendix to this section. 

The difference between the ‘step’ and the ‘slab’ system may 
be shown by an example. 

If income amounts to Rs.25,000 the tax payable under the 
existing system is at the rate of 19 pies per rupee on the whole 
income plus 1/12 surcharge. This is equal to Rs. 2,680, or 10’7 
per cent of the income. 

Under the ‘slab’ system , the first s l ice of in c ome, R s. 150 0, 
will be tax-fre e. On the second slice of Rs.3.500 th e t ax will b e 
paid at the r ate of 9 pies per rupee (Rs. 164). On the third slice 
ofRs/5,000, 15 pies per runee will be charged (Rs, 391); o n 5i e 
fourth slice of Rs. 5000, 2 As. per rupee, (Rs. 625), and on the 
balance-o f Rs. 10,000, 21/? As. per rupee ( Rs. 1 ,562) . The total 
tax payable would be Rs.2,742, which is 1 1 per cent of the income. 

If the income is Rs.4,000, under the slab system the tax will 
be payable only on Rs.2,500 at the rate of 9 pies per rupee, or 
Rs.l 17 (2’9 per cent of income), as compared with 3’4 per cent 
or Rs. 135 at present (6 pies per rupee on the whole income plus 
1/12 surcharge). 

The reader’s attention is directed to the Chart ilustrating 
the ‘ step ’ and the ‘ slab ’ system. It is seen that the percentage 
of income taken under the ‘step’ system rises by steps up to 
Rs. 30,000 (Super-tax is already levied on the ‘ slab ’ system 
on incomes above Rs. 30,000), Under the specimen scale of 
the Income-Tax Enquiry Committee (which has been adopted 
for taxation) the percentage of income taken rises gradually 
throughout the whol e range pT Aft, incomes taxed, smd the igpCT 
grades of income p ay a higher p erce ntstge of their income as.„t^ 
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than at present. For example on incomes of Rs. 50,000, 
Rs. 60,000, Rs. 70,000, and Rs. 80,000 the tax payable under 
the ‘slab’ system according to the Committee’s scale is 18‘3%, 
20*5%, 22 ' 4 % and 23*9% respectively, instead of 16'1% 
17‘2%, 18'0% and 18*6% respectively under the ‘ step ’ system. 

The Income-Tax Enquiry Committee made two other 
important recommendations. 

The foreign income of residents in British India was 
taxed on the remittance basis, that is only that part of the income 
arising abroad which was remitted to India was taxed. The Com- 
mittee recommended that foreign income of residents in British 
India should be dealt with on the basis of the whole income 
arising, z.e., the ^ accrual^ basis^ was to be substjtuted .for the 

remittance basis of taxation. The objections to the remittance 

basis were thus summarized by the Committee : — 

(1) Opportunity is.:.afforded for fraudulent evasion of the 

t a x . 

(2) Income not brought to India is invested abroad. 

Not only is no ta x payable on this part of resident’s 

i ncome b ut .the s upply Qf ...xaDilal..J^ 

Indys^xiodyersfily affected. 

(3) Some Provincial High Courts have held that the profits 

arising from the sale of goods by foreign branches 
of British Indian concerns are non-assessable unless 
remitted, when the profits may be said to arise 
primarily from the hi gher. manage mMJMd-£Qate^ 
which are situate in BritishJ ndia. 

E.ffe£t. _ jha&„j 3 i£.en giv en _to_ t kese recommendations . of Ae 
Committee. 

The toation of agricultural. income. .was beyond the scope 
of the. Committee, for under sections 100 and 138 of the Govern- 
ment of India Act, 1935, ‘ taxes on agricultural ipcome ’ are 
included among provincial subjects of legislation (item 41 of 
Provincial Legislative List). The, Fed eration shall have t h e 
power of le ving tax es on incom e ‘ other than agricultural incpine ’. 
But the Committee were not precluded from recommending ‘iiiSL 
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the agricultural income of an assessee should be taken mto account 
in fixing the amoimt of the tax., payabl e on his ot her income. 

» (p. 7). At present an agriculturkt wjth.a non-agricultural 

I income of less than Rs. 2,0iX) ...will pay no income tax, 
even when his income from agriculture may be very considerable. 
“ On the principle of ‘ ability to pay,’ WTOte the Income-Tax 
i Committee, “we find, as did the Taxation Enquiry Committee of 
: 1924-25, that ‘there is ample justification in theory for the 

proposal that income from agriculture should be taken into accoun-' 
. for the purpose of determining the rate at which the tax on the 
other income should be assessed ’ ’’ (p. 1). 

It was objected t o this proposal th at it wo uld be dif ficult to 
determi ne the amount o£ ag ricultural income. The Income-Tax 
Committee were not impressed by the supposed difficulty. 
“ Various Officers of the Department, however, assure us that 
: there would be no undue difficulty in estimating such income from 

! the land revenue, road cess and other records. They say, more- 

1 over, that reasonably close estimation in such cases would be 

I much easier than in many cases of business profits.” 

Appendix 

Specimen Scale of Rates on “ Slab ” System 
Income-tax 

A. — Individuals, unregistered Firms and Hindu Undivided Families 
not falling under heading B below: — - 



Rs. 

Rate. 

First . . 

.. 1,500 

Nil 

Next . . 

. . 3,500 

9 pies in the rupee. 

■9» * ^ ' 

.. 5,000 

1 anna 3 pies in the rupee. 

9 9" • • 

.. 5,000 

2 annas in the rupee. 

Baknce of ' income ' , 


■ 2 annas 6 pies in' the rupee.* 


: No tax payable on income not exceeding Rs. 2,000; and marginal 

' relief of excess of tax over half the excess of income above Rs. 2,000. 

B. — For Hindu Undivided Families with more than one adult 
married male member, as in A above but with double each “slab” of 

h : :: ' - income. , ' . 

C. — “Company” rate .....2 annas 6 pies in the rupee. 
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Families not falling 

under heading B 


Rs. 

First . . ' 

25,000 

Next 

.. 10,000 

»» « . 

20,000 

»» • . 

70,000 


75,000 

99 . • 

. . 1,50,000 

99 • . 

.. 1.50,000 


Balance of Income 


Rate. 

Nil 

1 anna in the rupee. 

2 annas in the rupee. 

3 annas in the rupee. 

4 annas in the rupee. 

5 annas in the rupee. 

6 annas in the rupee. 

7 annas in the rupee. 


B. Hmdu Undivided Families with more than one adult married 
male member, as in A above but with double each “ slab ” of income. 

C. Companies. — No exemption. 

Rate of tax . . 1 anna in, the rupee of the whole income. 

Siatemeni showing the tax payable as a percentage of income in select 
cases (a) under the present scales of Income-tax and Super-tax including 
surcharge at I//2ih, (b) under the specimen “ slab ” scale. 


(a) Present Scale. 


Income. 

2,000 

2,150 

2.500 

2.700 

3.000 
3,250 

3.500 
3,750 

4.000 

4.500 

5.000 
5,333 

5.700 

6.000 

6,667 

8,000 

9,000 


(i) Specimen Scale. 


Tax. 


Percentage. 


Tax. 


Percentage. 


73 

3-4 

30 

1-4 

85 

3-4 

47 

:i-9 

91 

3-4 

56 

20 

102 

3-4 

70 

2-3 

no 

3-4 

82 

2-5 

118 

3-4 

94 

2-7 

127 

3-4 

106 

2-8 

135 

3-4 

118 

3-0 

152 

3-4 

141 

3-1 

170 

3-4 

164 

3-3 

271 

5-1 

190 

3-6 

289 

51 

219 

38 

305 

51 

242 

4-0 

339 

51 

294 

4-4 

406 

5=1 

398 

5-0 

457 

51 

j 477 

5-3 
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10,000 .. 

509 

5-1 

-■ 555 

5-6 

10,600 .. 

718 

6-8 

630 

6-0 

12,000 . . 

813 

6-8 

805 

6-7 

13,500 .. 

914 

6-8 

992 

7-3 

15,000 .. 

1,017 

6-8 

1,180 

7-9 

16,700 .. 

1,508 

9-0 

1,445 

87 

20,000 .. 

1,806 

90 

1.961 

9-8 

21,000 .. 

2,251 

107 

2,117 

lO'l 

25,000 .. 

2,680 

107 

2,742 

no 

26,500 .. 

2,841 

107 

3,070 

11-6 

30,000 .. 

3,217 

107 

3,836 

12-8 

33,000 .. 

4,434 

13-5 

4,492 

, 13-6 

35,000 .. 

4,796 

137 

4,930 

141 

40,000 .. 

5,700 

14-2 

6,336 

15-8 

44,000 .. 

6,919 

157 

7,461 

170 

45,000 .. 

7,109 

15-8 

7,742 

17-2 

50.000 . . 

8,069 

16-1 

9,148 

18-3 

55,000 .. 

9,197 

167 

10,555 

19-2 

60,000 .. 

10,325 

17-2 

12.274 

20-5 

65,000 .. 

11,454 

176 

13,993 

21-5 

67,000 . . 

11,905 

17-8 

14,680 

21-9 

70,000 .. 

12,582 

180 

15,712 

22-4 

74,000 .. 

;i 3,485 

18-2 

1 7,087 

23-1 

75,000 .. 

13,710 

18-3 

1 7,430 

23-2 

80,000 .. 

14,840 

18-6 

19,149 

23-9 


Rural Taxation 

The agricultm-ist_pays two main direct ta xgs . the lan d revenu e 
and the water rates . We may consider the water rates first; land 
revenue requires lengthier treatment. 

The water rates are not m erely a price paid for the use of 
water. They ar e frankly levied as a teuc. 

When a service is a Government monopoly, and when the 
charge made for the service much exceeds the cost of the service, 
the charge is a tax. 

The following table shows net revenue from Punjab canals 
major, or productive works:— 
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For the Year 



direct & indirect 

Gross 

Working 

* Net 

Percentage 

Year. 

to the end of 

Revenue 

expenses 

revenue 

OB 


the year, lakhs. 

Lakhs. 

Lakks. 

Lakhs. 

Capital. 

1927-28 

.. 30,57 

6,47 

1,85 

4,61 

15‘09 

1928-29 

.. 31,75 

6,05 

2,07 

3,98 

12-53 

1929-30 

. . 32,34 

6,84 

2,45 

4,40 

13-61 

1930-31 

. . 32,78 

6,51 

2,36 

4, 1 4 

12-64 

1931-32 

.. 33,18 

5,84 

1,54 

4,30 

12-95 

1932-33 

. . 33,29 

5,84 

1,69 

4,14 

12-50 

1933-34 

. . 33,71 

6,56 

1,70 

4,86 

14-42 

1934-35 

.. 33,14 

6,46 

1,69 

4,78 

14,4! 

1935-36 

. . 33,31 

6,46 

1.71 

4,75 

14-25 


To the end of the year 1935-36, capital outlay amounted to 
33,31 lakhs and interest charges to 33,88 lakhs, that is interest paid 
to the end of the year exceeded the capital outlay. Net revenue 
to the end of the same year amounted to 115'54 crores. 
Accumulated profits to the end of the year amounted to 1 15*5 
crores less interest charges to the end of the year, 33‘88 crores, or 
81 '64 crores. 

'f The Punjab canals are a source of considerable profit to 
|GoverammF~Forthe year 1927-28, the canals earned 15 per cent 
I on capital. ' fETpercentage d eclined in the years of depression, bi^ 
[it never fell below 12J/2. 

The * Irrigation Surplus ’ ig. fopnd-by. iifeducting fro m the tot^. 
net receipt s to tal expend it ure, incl uding interest on debt. 

i ’ This surplus comes from the pockets o f Jarm ers and it is utilised 
for gmeral purposes. " The ‘ sinplus ’ exceeded 2 crores in 1 930-3 1 
anT. jtfa&JaEflUt ~equ ^ to 3 crores in 1931-3 2 — in other words, at 
a time when the fall o f price s had rendered cultivation unremunera- 
trveT^Targe parts of t he P rovince, the farmer conhnued to pay 
the water-rates on a scale much higher than the cost of service. 

The water-ra tes ar e a rigid and i nelastic charge. There is no 
obligation on the part of Government to reduce them when, prices 

fall. 



Chart No. 32 Net Revenue as percentage on 
Capital, 1913—14 to 1935—36. 


Jevdeiat 


Punjab Canals Major 
N. W, B. Commercial 
M.W.Ey. Total 1 








TAXATION 


To the end of the year 1927-28 capital invested in the 
N. W. Railway amounted to 133‘1 crores, on which the percentage 
of net revenue earned in that year was 3‘5. The percentage of 
net revenue (total) fell as low as 1*7 in 1932-33 (2'8 per cent, 
commercial lines only). As compared with a Mt revenue of) 
14J4 cent on capital i n the case of the canals in 1935-36, the ! 

RTear ned per cent profit, total, and 4*4 per cent profi ti 
on c ommercial lines otilv . 

Under existing conditions the charge for canal water is exces- 
skely high. 

In rega rd to the principle on which water rates should ^ be 

based the Taxation Enquiry C ommitt ee of 1924-25 stated : — 

“ The Government, by making irrigation available to a 
particular piece of land, especially if it guarantees to continue to 
do so, gives a potential increase both to the annual and to the capital 
value of the land. There would of course be no actual increase in 
the latter if the wohle of the increase in the annual value were taken 
in the shape of payment for water. But in actual practice what 
is taken is generally quite a small fraction of this increase. Conse- 
quently, the result of the action of the Government in gueireinteeing 
the supply of water is to give a large imearned increment to the 
owner of the land, whether he is a cultivator or a rent receiver, and 
it is a generally accepted theory of taxation that there is no source 
of income from which a considerable share may be taken for pur- 
poses of the State so appropriately as from an unearned increment 
or windfall of this kind ” (para 131) . 

The minimum charge for water, _^cept, in spgc(al cases, would 
be equal to the cost of service, that is the cost of maintaining the 
irrigation works plus interest on capital cost. The maximum charg e 
may be so fix ed as to appropriate the . whple of the i ncrease in th e 
return from the land resulting from th e use of canal water. “ The 
normal ” the Tax ation Enquiry Committee reco mmended. “ should i 
be a moderate share of the value of the water to the ciJtivator 

(p. n2r‘ " 

This may seem to be a reasonable view, but the working of 
tills principle in actual practice is open to serious objections. 
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The normal charge devised to take from the cultivator ‘ a 
moderate share of the value of water ’ in the days of prosperity, 
may continue to be levied even when cultivation becomes 
unremunerative, as it did in the Punjab in the year 1930-3 1 . The 
gross amount of irrigation revenue realised in that year amounted 
to 6,14 lakhs. Can it be pretended that this charge was ‘a 
moderate share of the value of water ’ to the cultivator in that 
year? 

The_Goy.ernment _ylew:.X )f water-rates is expounded, in a note 
pre-fixed to the rwort of the Abiana Committee. (This Committee, 
composed of official and non-official members of the Punjab 
Council, was appointed in July 1933). TJie non-official member' 
of the Committee recommended “ that a separate budget shoul 
be preparM and presented to ffie CouncITmiiT the commitment?, pi 
tEe^department _oF I rrigat ion to contribute to the general finamcer 

and regulated 
if the railway 

______ ent, of course . 

cannot entertain such a proposal. - The proposal, we are told in the 
Government review of the Report, “ is based on a fundamental 
misconception, that the irrigation works of the Province were created 
and are maintained for the benefit of a particular class. This 
is not so.” The irrigation works of the Province were created, for 
the benefit of the whole population, and their construction was 
financed partly out of surplus es from the revenues, of, tI)e,,JPipyince 
and partly out of borrowed money advanced on the security of the 
general reven ues, as well as from the sale .of Imids irr igat ed bv the 
Canal s. Further: ‘ The water in the Punjab rivers and the CroiATi 
lands irrigated by them are the property of the State while the users 
of canal water are not the whole body of the citizens of the 
Province but a fortrmate section comprising only about 34 per cent 
of the total population. If. therefor e, a secti on of the people 
benefit directly ,^.the use of th at water, the r est of t he populatio n 
is equally e ntitled to benefit indirectly . The analogy of the 
Railways of India, which are used equally by the whole population, 
is not an exact one. The suggestion that after deducting a certain 


of the Province should be restricted in their extent 
on some intelligible Basis, as is done in the case 


budget in the Central Government.” The Governn 
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fixed return for the benefit of the State generally, the remaining 
profits from a particular form of taxation should be expended for 
the benefit of the pairticular section of the population which pays 
the tax is not only indefensible in theory, but would in practice be 
unworkable. It could be used with equal justice by motorists, by 
users of excisable liquor or by those who provide the income from 

stamp duties of various kinds. The reductio ad absurdmn 

of the proposal of the non-official members would be that each 
citizen could only receive that share of the benefits provided by 
State, which was represented by his actual contribution to the 
general revenues ” (para 7). 

These observations are of extraordinary interest, particularly 
as they come from the then head of the Punjab Government. 

( The whole argument is bas ed on the assumptio n that the 
water-rates are a tax, not a price charged for water . A tax, as 
we know, is not a quid pro quo for a specific service rendered by 
Government to the individual who pays the tax. It is a general 
co ntribution to the-xevfiDu es of Govern menttO-enab le the Go ve rnm ent 
to carry on its administrative and other function s. We agree. Jt 
is also true that the agriculturist is ecempt from the income-tsix. 
The land revenue^and t he wate r-rate s m ay be regarded as a 
substitute for the income-tax, in the case of, .the. xuItivator . 

But if the water-rates are a tax on inc ome, the tax should 
be made to co nform to the well-^own principles of taxation . The 
burden of the tax should be adjusted to the t aj^payer ."" out while 
the water rates are a tax, they are levied in the form of price. 
tw&'iy“one who takes canal water pays die water-rates, just as 
every one who makes use of the railway, or the services of the 
postal or the telegraph department, pays the charge fixed for the 
service. 

In essen ce the supply of cand water to the cultivator js_^ 

Further, while those who use canal water are 34 per cent 
of the total population, i.e., farmers 'whose lands are irrigated, 
i ndirectly the whole Provin ce shares in the bmefits jw hich floyr 
from canals. If the cemals ceased to flow, the cultivator would 
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perish, but at the same time there is no section of the population 
of the Punjab which could escape serious injury— -consumers in 
towns, those who market the produce of canal-irrigated areas, 
money-lenders, bankers, agency-houses, commission agents and 
others, lawyers, teachers and even Government servants would all 
grow poorer. The benefits of canals are not narrowly restricted 
to 34 per cent of the population. 


T h e charge for water is at present^ determined with reference 
to the finan cial n eeds of the. Province. This is a wrong principle. 


A charge which cou ld b e paid when gices were high cannot 
be psud when prices are low. The water-rates must be related to 
the degree of profitableness of agriculture at the present time. 


The St.ate..JmiaL,rei-Uc a- Present prices are 

more ‘ normal ’ than the prices of 1 5 years ago. The prices of 
1924-25 were wholly artificial, and the income of those days 
inflated income. Those days are definitely gone. Standards of 
State expenditure set up then caimot be maintained. 


There is very little hope of anything being done in the matter, 
but then we should have at least the fairness to admit that the 
inability of Government to reduce the cost of administration does 
not make the taxation of the subsistence of poor men, women and 
children in the villages morally justifiable or economically sound. 


The Land. Review 

The land revenue has been paid in India from time 
immemorial. What is the nature of the land revenue as it is levied 
at present? 

The nature of the land revenue has formed the subject of a 
lengthy discussion. 

In a minute written in 1 875 Sir Sir H. Maine answered the 
question whether the land revenue was or was not rent in the negative. 
It seemed to him incredible that since the beginning of history any 
Government should have taken the full economic rent of the land 
ciStivatecI fciy Tts~s ubiects. To do this it would be necessary for 
t he Government to “pu t uiTI^Soil in parcels to competition,” 
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without recognizing an 3 ^_^ hereditary rights of property. “ No 
evidence , said Sir H. Maine, “ of any such system exists ; some 
preferential rights, whether they can or cannot be called ownership, 
have always been acknowledged 

Such preferential rights which may be described as ownership, 
we may add, were recognised by the Moghul Kings. In the 
Ain-i~Akhan, Abul Fazal ref ers to owners of prope rty who held 
IK Sn^ds bv ancestral d escent: 


I 


“ It is well known that in inhabited parts of the country tlrere 
are numerous owners of property, who hold cultivable lands by 
ancestral descent” (Persian Text, A. S. B., vol. I. p. 290). 

If then rights of property were rec ognized in India in / 
pre'British days, how did the la nd re ven ue come to be looked upon i 
as re nt by the B r i t ish Governme nt? The burden of the land| 
revenue under Indian rule was heavy — the State demand sometimes ' 
absorbed nearly the whole of the net income from cultivation. Rent 
and State ownership, according to Sir H. Maine, “ did certaiinly 
express to an English ear, better than any others, the nature of the 
right which was exercised by the Indiam Government. The morality 
current in England did not forbid the exaction of an extreme rent 
from a tenant, just as the morality current in India did not forbid 
the exaction of excessive contributions from a subject in virtue 
of the Icind which he occupied.” Under Indian rulers, then, the 
land revenue w'as a tax, but it was so heavy as to be equal to an 
^treme rent. Our British rulers mistook it for rent. 

In a minute, also v/ritten in 1875, Sir Louis Mallet emphasized 
the importance of distinguishing between rent and revenue. This 
was not a question of words to the cultivator. Sir Louis Mallet 
protested against the policy of resisting and removing taxes such as 
income-tax and customs, and adding to the charge laid on the land 
in order to provide the sums needed for public works, education, 
health, famine, and other beneficent objects. He described that 
policy as ' communistic “ I shall rejoice to see a limit placed 

^ ** So long as the exactions" from tite land . by the State were levied by the Company 
as the inheritor of the des|>otic Governments, and ■ frugally dispensed in the several 
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on future assessments ”, ne said, “ with a view to which the 
renunciation of the theory of State landlordism would be the most 
effectual step 

( Under which theor y can the State demand more Revenue from 
the cultivator? Unde r the rent theory. Lord Salisbury (Secretary 
of State for India, who took a share in this controversy in 1875), 
pointed out, the State would be obliged to leave wages and profits 
to the cultivator;;— it could take only the surplus produce of the soil, 

j l^der the tax-theory, oii the other hand, the State might take 
whatever it pleased: the cultivator’s payments would be limited only 
0 by the power of mercy of the Government. ‘‘ It speaks boldly for 
^.,'the chciracter of British rule” added his Lordship, ‘‘ that the 
I advocates of the Ryot call for the application of the tax-theory.” 

He agreed with Sir Louis Mallet that the “ nondescript land dues 
.^1 should tend to the form of revenue rather than that of rent.”® 

The occasion which gave rise to this instructive discussion 60 


functions of administration, or even sent in tKe form of tribute to England, I can understand 
the Indian people accepting their condition. But when the the sums so taken are largely 
spent, as they now are, for the avowed purpose of benefiting the Indian Empire and 
people at large, on public works, education, health, famine, and all the objects which, 
under the influence of modern ideas, fall within the province of State expenditure, and 
attempts are made more and more to resist and remove taxes such as income-tax and 
customs, which fall on other than the landholding classes, while to meet the increasing 
burdens of the State additional charges are laid on the land, may they not awaken to 
the fact that they are being made the subject of an experiment, which, I venture to 
think in spile of Sir H. Maine’s criticism, can only the appropriately described, where 
it is found, as * communistic.’ 

“ From this point of view, the policy of further taxing the land might easily become 
a political danger, and the large margin on which under the rent theory, the State has 
a right, if it be not a duty, to encroach, lends itself too easily to such an extension.” 
(Sir Louis Mallet’s Minute, 1875). 


2 “ To the modern Indian statesman the refined distinctions of the economical school 
are a solid living reality, from which he can as little separate his thoughts as from his 
mother tongue. To us it may seem indifferent whether we call a payment revenue or 
rent, so we get the money; but it is not indifferent by what name we call it in his hearing. 
If we say that it is rent. He will hold the Government in strictness entitled to all that 
remains after wages and profits have been paid, and he will do what he can to hasten 
the advent of the day when the State shall no longer be kept by any weak compromises 
from the enjoyment of its undoubted rights. If we persuade him that it is revenue, 
h^ will note the vast disproportion of its incidence compared to that of other taxes. 
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years ago was a difference of opinion between the Governor of 
Madras and his Council regarding the power of the local Govern- 
ment to increase the assessment. 

The qu estion was re-discussed in detail by the Indian T axation 
E^giury Con^ of 1924-25. On the question whether, the 
State claimed exclusive proprietary rights over the land under 
Hindu and Mohammadan rule, the Committee quotes from the 
judgment of the Bombay High Court in a case from Kanara 
disposed of in 1875 (p. 61) : 

“ This review of the authorities leads us to the conclusion 
arrived at also (after careful discussion of the question) by Prof. 
H. H. Wilson, that the proprietary right of the sovereign derives 
no warrant from the ancient laws or institutions of the Hindus 
and is not recognised by Hindu lawyers as exclusive or incompa- 
tible with individual ownership.” 

( ColoneLGallQwa y. a recognised authority on the subject of 
Indian land tenures under Mohammadan rule, says: 

“ The soil was the property of the cultivator as much as 
it could be. Law gave no power, policy gave no motive to 
remove him, so long as he paid his taxes. When he did not, his 
lands could be attached; and so can those of the first peer,, 
holding by the firmest tenure of the English law. TTje right of 
tbi^IjidjmiJni abandma^ is the right of possession and of tr^sfer; 
and th e rate o f his land-tax w as fixed ; often indeed the amount. 
I n jwhat r espect, then, is his right of property , inferior to that of 

aad his eforts will tend to remedy the inequality, and to lay upon other classes and 
interests a more equitable share of the fiscal burden. 

** I prefer the latter tendency to the former. So far as it is possible to change the 
Indian fiscal system, it is desirable that the cultivator should pay a smaller proportion 
of the whole national charge. It is not in itself a thrifty policy to draw the mass 
of ..revenue " from 'the rural districts, ' where- capital, is scarce, sparing the towns, where 
it is often redundant and runs to waste in luxury. The injury is exaggerated in the 
case of India, where so much of the revenue is exported without a direct equivalent. As 
India must be bled, the lancet should be directed to the parts where tKe blood is congested, 
or at least sufficient, not to those which are already feeble from the w’ant of it,"* 
(Lord Salisbury’s Minute, 1875). 
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% (Report of Taxation Enquiry 

'Committe, p- 62) I * ' 

.. . The Taxation Enquiry Committee concluded: 

“ On these two points the Committee are unanimously of 
opinion that, under both Hindu and Mohammadan rule the State 
never claimed the absolute or exclusive ownership of the land and 
definitely recognised the existence of private property in it” 

(p.62). 

f Thus the land revenue is not of the nature of rent. It is 

!a tax. Let it be a tax on things and not on persons, but it is 

; a tax all the same. 

I- 

As a tax the land revenue is of a very peculiar nature. It 
is different from the land-tax of any other country. In othe r 
countries, as the Taxation Enquiry Committee pointed out, Ae 
^/ land tax is levied at a definite r ate upon a defiiiite basis of assess- 
ment. The incidence of pu r land tax on different holdings varies 
- ve^ greatly. In one case the Isuid revenue may take only a small 
fraction of the ‘ net income ’ from cultivation ; in an other case it may 
absorb the whole of the ‘ net income ’, and even exceed it. There 
is no definite basis of assesment : i t ma y be rentals or net assets. “ The 
rentals may be customary, controlled or assumed. The net assets 
may include or exclude the subsistence of the cultivator ” (p. 77). 
No definite principles govern the rate of assessment imposed: it 
may depend on the will of the Local Goveriunent, or the view 
of the settlement officer of the economic conditions of the tract 
or of the District at the time of settlement, or on the conditions of 
tenancy. 

I The Committee also drew attention to other serious defects 
lof the land revenue system. The land revenue, the Committe 
‘said, “ yiew;ed as a scheme of taxation, is not only not progressive, 
[but actually tends in the opposite direction. "The land revenue , 
’imposes heavier burdens on the, poorer landowners. But how can 
a tax on things be made progressive? The Committee referred 
to the creation “ of a very large number of uneconomic holdings, 
the holders of which pay land revenue which would be inconsider- 
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able if cultivation were intensive or on a large scale, but rests as 
a heavy burden upon a small and impoverished holder ” (p. 78) . 

Small and impoverished holders of ten years ago, when tlie 
Committee reported, have become more impoverished now, prices 
having fallen. , 

In European countries sind Japan in addition to a light 
land-tax there are death duties and a tax on agricultural income. : 
Land taxation is thus made progressive on the whole. These J 
sources of revenue are not utilised here, with the result that the f 
burden is shifted “ more and more on to the less prosperous | 
cultivators.” 

The land revenue is ^ of reyenue in Ae 

Proj^ ces. In European countries there is a tendency to use the 
land-tax more and more for local purposes. In India it is a tax 
utilised for general purposes. “ Only a very small fraction of the 
tax collected from the cultivator is actually used for rural develop- 
ment, and the illiterate ryot is therefore xmable to recognise the 
benefits which he derives from the direct tax that he pays ” (p. 79) . 

The land revenue being a tax in rem levied at a flat rate, itl^e^ 
cannot be graduated, nor exemption granted to particular lands ' ■ 
i^ause of the circumstances of the persons who cultivate them. 

“ The real relief of the poorest cidtiyator m circuinst^ces ”, ‘ 
wrote the Committe e, ” is to be foimd in a better system of rural | 
economy generally .rather than in a change of the land revenue ■ 
system ” (p. 88) . Or, as we may say in the words of another < 
high authority, the question of relief of agriculture cannot be dis- 
sociated from the whole problem of rural betterment or village 
improvement (The Agricultural Situation in 1931-32, note on 
measures of Government farm relief in India, p. 181). Village 
improvement has been already taken in hand. The land revenue 
will not be felt as a burden by the smallest holder when the supply 
of water in the villages for drmking and other domestic purposes 
improves, roads and wells are cleaned, the standard of general 
sanitation rises, and the panchayats begin to take a more serious 
view of their duties ! 
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llie^lightening of tax-burdens t^hrough vM improvement 
or rural reconstruction may take centuries. Village improvement 
started many years ago — it has not led to any perceptible improve- 
ment in the taxable capacity of the peasant. 

The Taxation Enquiry Committee made two definite sugges- 
tions. First, the standard rate of assessment was not to exceed 25 
per cent of annual value. This recommendation was accepted by 
ithe Punjab Government in 1929, and, at the same time, it was 
' laid down that assessments shall be revised only once in 40 years. 
As regards the basis of assessment the Committee said: “What 
the Committee would recommend is that for the future the basis 
of the settlement should be annual value, a term by which they 
mean the gross produce less cost of production, including the value 
of the labour actually expended by the farmer and his family on 
the holding, and the return for enterprise ...” (p. 85). 

The annual value is thus to be deterniined by deducting from 
the value of the gross produce the farmer’s wages and profits and 
other elements of cost of production. Of this annual value, 25 
per cent was to be the State’s share. Annual value in this sense 
would represent a real surplus. If after deducting the wages of 
the farmer and his family for the labour expended by them, the 
wages of hired labour, cost of seed, upkeep of bullocks, and the 
cost of implemeiits, and making allowsmce on account of ‘ the return 
for enterprise ’, the peasant was left with, say 4 rupees per acre, 
let the State take one rupee. 

Land Revenue IN THE Punjab 

We have seen above that the State has recognised rights of 
property in the land, from which it would follow that the land 
revenue is a to, rather than, a rent. Further, according to Baden 
Powell, .land revenue ‘ operates as a tax on agricultural incomes — 
a contribution to the State out of the profits on land cultivation 
just as the -income to is a contribution out of the proceeds of other 
industries and occupations 

^Italics Baden-Powell’s. Revenue in Briiish India p. 49. 
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In actual practice, however, the land revenue is treated as the 
Stat e’s share in the net profits of activ ation . ‘ Ngt profits of culti- 
vation ‘net assets’ and ‘ economic rept ’ mean the same thing— 
they are used interchangeably in settlement literature. Land 
revenue is thus levied on the rent theory 

‘ Net Assets as we have seen above, are interpreted different- 
ly in different provinces. But in each province they have a definite 
connotation. In the Punjab ‘ net. assets ’ are interpreted as land- 
lords’ net assets. The Punjab Land Revenue Act thus defines 
‘ Net Assets.’ : — 

“‘Net Assets’ of an estate or group of estates means the 
estimated average annual surplus pysduce of such estate or group 
of estates remaining after deduction of the ordinary expenses of 
cultivation as ascertained or estimated.’’ (Clause 3 (18). 

The payments included under ‘ ordinary expenses of cultiva- 
tion ’ are expressly mentioned in the Act. 

They are payments ‘ which the land-owner customarily bears, 
whether in kind or in cash either in whole or in part in respect of 

“ ( 1 ) Water rates, 

(2) maintenance of means of irrigation. 

Rights of Siaiei and private Land^ownets in land and Us produce, la India 
the State has always claimed a share of the produce of the land from the persons in 
whom it recognised a permanent right to occupy and till it or arrange for its tillage. It 
is needless to discuss the various ways in which this permanent title was acquired by 
families or individuals: it is enough to note that the right of the ruler to his share and 
the right of the occupier to hold the land he cultivated and pass it on to his children 
both formed part of the ancient customary law of the country, however the latter might 
occasionally be denied in practice by an unjust Government. 

^** OTvmr$klp of tmd in India, Land Revenue not a land tax. Broadly speaking, 
individuals exercising a permanent right of the kind described above subject only to 
payment of the dues of the State have been recognised by us as * owners * or * proprietors 
but it would be a mistake to assume that these words, as used in India, imply all that 
they do in England. The share of the State which we call the Land Revenue, is not 
a land tax. It is more analogous to rent, and in early settlement literature it was so 
described, the Government being represented as surrendering to the land-owner a small 
portion of the rent. The .land . revenue is ’therefore, * the ' first charge upon the rents, 
profit or produce * of an estate or holding and, until it has been paid, they cannot, widiout 
the consent of the Collector, be taken in execution of a decree obtained by any private 
creditor. Land Revenue Act, XVII of 1887,. section '62^*' (Douies StUkmeni 
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(3) maintenance of embankments, 

(4) supply of seed, 

(5) supply of manure, 

(6) improved implements of husbandry, 

„ (7) concessions with regard to fodder, 

(8) special abatements made for fallows or bad harvests, 

(9) cost of collection of rent, 

(10) allowance for shortage in collection of rent, 

(11) interest charges payable in respect of advances made 

in cash, free of interest, to tenants for the purpose 
of cultivation. 

(12) wages or customary dues paid to cirtisans or menials 

whose products or labour are utilised for the 
purposes of cultivation and harvesting, 
and the share that would be retainable by a tenant if the land 
were let to a non-occupancy tenant paying rent, whether in 
cash or in kind, at the normal rate actually prevalent in tlie estate 
or group of estates.” 

Let us assume that the gross produce of an estate is 100 
maunds of wheat. The estate is cultivated by tenants on Yl batai. 
Then the expenses of cultivation , according to the Land Revenue 
Act, are the share retained by th e t enan t. i)lus the expenses in 
connection with the items mentioned above, \yhich haye been paid 
by the landlord. Assume that the total expenses sunount to 60 
maunds — ^then 40 maunds are landlord’s net assets, of which 
one-fourth will be Government’s share or land revenue. 

Calculation of Net Assets in Money 

Land reven^ue is paid in money, and therefore net assets must 
be calculated in money. The following statement gives the actua l 
figures for Lyallpur Tehsil, assessed under the sliding scale in 

1935:— 
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“The calculation of net assets on the kind rent basis is as. 
follows: — 

Total matured area excluding unassessable area but including 


12,000 acres of double cropping 

Acres 

403,124 



Total value of Gross produce . . 

Rs. 

2,27,84,542 



Deduct Menials’ Dues 9% 

9 * 

20,50,609 



Leaving 

99 

2,07,33,933 



Landlords’ half share 

99 

1,03,66,966 



Deduct half water rate . . 

99 

9.35,844 



Leaving ' - . . . ' 

99 

94,31,122 



Add half land revenue, malikana and cesses . . 

99 

10,50,577 



Total . . . . . . 

99 

1,04,81,699 



Deduct half cost of seed . . 

99 

4,25,791 



Landlords’ net assets 

99 

1 00,55,908 



One quarter share of Government 

99 

25,13,977 



Incidence per acre of matured area excluding 





area of double cropping i.e. 391,124 acres 

99 

6 

6 

10 

Incidence per acre, of cultivated area excluding 





unassessable area i.e. 388,147—2,034 = 





3,86,1 13 acres .. 

99 

6 

8 

2 


“ In accordance with the provisions of sub-section (3) of 
section 5 1 of the Land Revenue Act, the average rate of incidence 
on the cultivated area shall not exceed tlie rate of incidence of the 
land revenue on the cultivated area imposed at last settlement by 
more than 25%. The manner in which the incidence at last 
settlement shall be calculated is stated in Land Revenue Assess- 
ment Rule 31 (fe), and, in accordance with tire methods there 
stated, the incidence according to last settlement is Rs. 5 / 5/9 per 
cultivated acre. If this is increased by 25 % the maximum average 
incidence per cultivated acre is Rs. 6/11/2. This is slightly in. 
excess of the demand by quarter net assets which, as slated above, 
is Rs. 6/8/2 per cultivated acre. It therefore appears that, if 
prices rise sufficiently. Government will be entitled to take the full 
quarter net assets. In other words, it can impose a maximum 
theoretical assessment giving an average incidence of Rs. 6/8/2 per 
cultivated acre.” (Report by Mr. Kriplalani, I.C.S.). 


INDIA BEFORE AND SINGE THE CRISIS 

calculation of the value of gross produce is based on 
what are known as ‘ Qpjnmutation prjff.ej.’ U^ally average prices 

years are , used for, ‘ commutation* 

purijoses. 

The value of gross produce in the statement given above was 
found to be about 228 lakhs. I^enials’ dues are deducted from 
common heap before the division of the produce between land- 
tenant. Deducting these dues, we are left with 207'3 
lakhs, of which one half is the landlords’ share. With the share 
of the tenant we have no concern — it may or may not be sufficient 
to defray the expenses of cultivation borne by the tenant. Taking 
the landlord’s share, we deduct from it all expenses borne by the 
landlord— half water-rate and half cost of seed. We a dd ha lf 
land r evenue, malikana and cesses because in the Lvallaur distric t. 
w5er-ra tes and Ian.d,rgE erm£-are pai d half and half by landlord an d 
tenant. Theoretically, land revenue is paid bv the landlord smd 
water-raters by the te n ant If that were actually the practice in 
the Lyallpur district, there would be no deduction of half-water- 
rates and no addition of half land revenue, malikana and cesses 
in the statement given above. As it is, the Iffldlord pays half- 
water-rate, whi ch is ded ucte d from his s hare, amd he gets the tenant 
to pay half land re venue e tc., which must be a dded to his share. 

It is seen that landlords’ net assets were found to be 100*5 
lakhs, of which one fourth or 25*1 lakhs is land revenue, or 
Government’s share. 

Under the existing defi nition of net, assets as landlords’ net 
assets, it is assum ed that the whole lan d, which i s a ssesse d, i s giv en 
toTtenants on batai. Actu ally a conside rable proportion of land in 
the Pmiab is cultiv ated by jpeasant,J>roprietors. But peasan t 
^pro prietors will pay land revenue at the same-irat e -as non-working 
I rntdlord s. The existing definition assumes that peasant proprietors’ 
net assets are mehti caTwim l an^ net assets. 

This is emphatically not true. 

Let us take an example. In the year 1930-31, the value of 
gross produce of a farm of 27*3 acres in the Lyallpur District, 
given on batai, was Rs. 976, The gross incomes of landlord and 
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tenant were equal, Rs. 488 each. Ignoring land revenue, the 
expenses borne by the landlord amounted to Rs. 87, whcih leaves 
Rs. 401 as landlords’ net assets (water-rates Rs. 65/2/-, 
harvesting Rs. 13/1/11, winnowing Rs. 5/6/9 and Kamins 
Rs. 3/7/3). But these landlords’ net assets are not the true 
economic rent of land, unless it is sh own that the tenant, ont of 
his share, was able to meet al l hi s expenses of cultivation, including 
''^2'S^.i9X-.l'®selfland.ihe.wcaiijag-in«adbei^ 

The following is a detail of the tenant’.s expenses: — 


Water rates 


Rs. As. P. 

. . 65 2 0 

Seed 


.. 50 6 0 

Upkeep of Bullocks 


. . 379 5 8 

Harvesting 


13 1 10 

Winnowing 


5 6 9 

Kamins 


3 7 3 

Implements 


.. 27 0 0 

Miscellaneous . . 


4 10 8 


Total 

.. 548 8 2 


Not only did the tenant (4 adult male workers) earn no 
wages at all, but suffered a loss on his year’s cultivation as his 
expenses, ignoring his wages, exceeded the value of his share! 

If any one suggested that the net gain of the landlord 
Rs. 401, was identical with economic rent of this farm, he would be 
talking nonsense. 

Now peasant proprietors* net assets are identical with th e 
ec onomic rent of land. T hey c apnj 3 Lbe.Toiiiid.jd^ 
l^m^l ietotal value of the gros s p roduce all exp enses, including 
wages of the peasant propriet or and working members 'of his 
f amly. Further, as has been said above, ‘laeTassets ’ arV identical 
with the economic rent of land. It follows that when the tenant 
does not get full wages for his work, landlords’ net assets contain 
tin element of the tenants’ subsistence or that they are not true 
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economic rent. No justi fication exists for taxing the peasant 
proprietor at a rate derived irom landlords’, net assets. 

The present system is doubly unjust. It is imist to the 
tgiant, for it completely ignores the tenant, and it is unjust to the 
peasant-proprietor, for it taxes him at a rate derived from landlords’ 
net assets, which are pot true net assets. 

The non-cultivating landlord is able to exploit the tenant 
because of the constantly growing pressure of population on the 
soil. Land is scarce relatively to demand, and there are no 
alternative means of earning a livelyhood for the tenant class. 
Under such conditions it is not surprising that the landlord’s share 
should contain a large element of loot. Governm ent ’s lemd revenue 
is a share of this Ippt. 

The State_js .entitled ^ to .25 per ..ceni.,.of...thg_..ngL.piefite^^^ 

agriculture. The. onl y honest method of de t ermining the net 

profits of agriculture-ift- the-P.yiijab h met hod , or inter - 

pretation of net assets as profits on direct cultivati on, i. e.. the gross 
produce minus cost of production, the wages of the cultivator and 
working members of his family, and return for enterprise being 
included in cost. 

It was stated in the note to Q. 16 of the Punjab Land Revenue 
Committee that the Select Committee which considered the Land 
Revenue Act Amendment Bill of 1928 decide d in favour of the 
interpretation of n et assets as landlords’ net assets as it was considered 
that the definition of net assets as profits on djrect cultivation “ would 
be surrounded wit h difl^cu fties and involve too great . a degree of 
assum ption, in ference and i mcert ainty.” 

Even if that were the unanimous view of the Select Committee, 
the process of determining net assets indirectly involves a much 
greater degree of “ assumption, inference and uncertainty.” It is 
assumed that landlords’ net assets are true net assets which, as we 
have seen, they are not. The p r esent method of assessment is 
hypothetical in the highest d egree. The calculation of net assets 
directly would, at any. rate, be less hypothetical. Secondly, it 
would be better suited to a P ro vince where the overwhelming 
major ity of r evenue pa ygys arw psa.sant proprietors. Thirdly, wh en 
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tlie State’s share is limited t o one-fourth of true net as sets of agri- 
cuiture, it may be more willing to safeguard Ae mterests of tenants 
tKm_ when it takes a ^are in the lan^o^sMopt. 

It is a fact that tire majority of non-official members of the 
Select Committee opposed the definition of net assets as landlords’ 
net assets in clause 3(18) of the Land Revenue Act Amendment 
Bill of 1928. 

The Select Committee consisted of 1 1 members: Sir Fazl-i- 
Hussain, Sir G. E. De Montmorency, Mr. W. R. Wilson, 
Mr. C. A. H. Townsend, Mr. M. M. L. Currie, Syed Mohd. 
Hussain, Rana Feroz Din, S. Ujjal Singh, S. Labh Singh, Raja 
Narendar Nath and Ch. Chhotu Ram. The last six were non- 
officials. Of these, Ch.^Chhotu R^m, in his minute of dissent 
attached to the Report of the Select Committee insisted that t!^ 
definjtinn-flf ,net . asaeis.-aslmdlan d^ while it safeguarded 

the inte rests of th e rent-receivi ng class of landlords, “ certainly did 
not do justice to the case of sgli-cultiyating landowners.’’ It was 
assumed that “ the tenant gets all he deseryes, and the landlord 
gets no more than his share of what is left after all legitmate deduc- 
tions for the labour emd expense incurred by the tenant have been 
made. “The real fact is,” Chaudhri Sahib added, “ that the 
tenant does not get_^ lilce the share to which he is entitled 

as a result of the labour and expense which he incurs in cultivation 
and the landlord’s share is swelled by an unjust diversion of a 
substantial portion of the fruits of a tenant’s labour” (Punjab 
Gazette, 1928 Part V. P. 19). Chaudhri (now Sir) Chhotu 
Ram imreservedly rejected the definition of net assets as landlords’ 
net assets. 

Another non-official member, Syed Mohd. Hussain, was not 
satisfied with the Bill as it emerged from the Select Committee and 
reserved the right of moving necessary amendments to the Bill. 

When Ch. Afzal-Haq moved an amendment to clause 3(18) 
of the Bill relating to net assets, Syed Mohd. Hussain in supporting 
the amendment said : “ Provision should be made for the labour 

of the people being taken into consideration in the matter of assess- 
ment. I can say on my own personal authority that these people 
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who are poor Zamindars are not getting even one anna per day 
for the labour.” (Punjab Council Debates 1928, P.912). 

A third non-official member of the Select Committee, S. Ujjal 
Singh, m his minute of dissent said: “ In the case of Icind owning 
farmer, the net assets should be determined after deducting the 
ordinary expenses of cultivation and the value of labour of the 
farmer and his whole family expended on the holding.” 

A fourth non-official member, Rana Feroz-ud-Din, voted for 
Ch. Afzal Haq’s amendment for including cost of labour in the 
expenses of cultivation (or against the interpretation of net assets 
as landlords’ net assets in the Bill) . 

Only one non-official member of the Select Committee 
supported the definition of net assets in the Bill— -D. B. Raja 
Narendar Nath. Like Sir Fazl-i-Hussain, Raja Sahib considered 
Ch. Afzal Haq’s amendment irrelevant since cost of labour was 
already included in the Bill! Raja Sahib limited cost of labour 
to the dues of menials! “Moreover,” Raja Sahib said, “his 
amendment besides being irrelevant, is also not very practicable, for 
it would be next to impossible to fix a standard by which the value 
of the labour of supervision by land-holder or his family can be 
arrived at. For example,” Raja Sahib asked, “ suppose a retired 
judge of the High Court goes to his fields and personally supervises 
cultivation, what would you pay to him as remuneration for his 
work?” 

The answer is ‘ Not a pie.’ The share received by the non- 
cultivating owner is his unearned income, or following Raja Sahib, 
let us call it his wages of supervision. The cost of labour with 
which we are concerned is the laboinr of the teneuit and the working 
members of his family. 

It thus appears that out of six non-official members of the 
Select Committee four opposed the definition of net assets as 
landlords* net assets either in the Select Committee or in the 
Coimcil, and only one, supported it. We have also seen that 
Raja Sahib mis-understood labour costs. 

The view of the Select Committee that the definition of net 
assets as profits on direct cultivation “ would be surrounded 
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with difficulties and involve too great a degree of assumption, in- 
ference and uncertainty ” was the view of Government, not that 
of the majority of non-official members of the Select Committee. 

It has been said above that the cakulation of net a ssets direct ly 
w ould be better suited Jto the Punj_ab since the overwhelming 
majority of o u r reven.ue_Bava^.- Are peasant proprieto rs. “.The 
P unjab is in t he main a counti'v of peasant ovsm ers tilling their o^^ 
field,” says Douie’s Settlement Manual (Para 313, edition ]930).j 
There has been no change in the cultivating occupancy of land in 
the Punjab during the past six or seven years. 

In this respect there is the strongest contrast between the 
£yBia^^d._e.^g., the United Provinces and Behar. 


Cultivating owners. Tenant Culti- 

vators. 

1,000 1,000 

Punjab .. .. 1,707 1,128 

U. P. .. . . 1,091 8,433 

Behar and Orissa .. 291 6,129 


In the United Pr ovin ces tenant cultivators outnumber c ul tivat - 
i ng owners i n the proportion of oyer 7 : 1, in Behar over 20 ;_| ; 
in the Punjab cultivating owners outnumber tenant cultivators^. 

According to the census of 1931, there were in the Punjab 
1 92,53 1 non-cultivating proprietors, taking rent in money or kind, 
and 1,707,744 cultivating owners (males, total earners principal 
occupation). About 90 per cent of revenue. pavers are cultiyatin g 
owners in the whole province. In certain districts the proportion 
is much higher (Hissar 98, Rohtak 97, Gurgaon 99, Karnal 96, 
Ferozepore 95, Simla 98, Kangra 96). It is below 80 per cent 
only in 3 districts, (Multan 74, Montogomery 60, Jullundur 78). 

As regards are a, the return of cultivating occupancy for the 
quinquennial period ending June 15, 1932 shows 44'5 . per c ent 
of the cultivated area of the Proyiace as tilled!, by the proprietors 
themselves (including tenants holding direct from Government, and 
a small area held by tenants free of rent), 7‘3 per cent as in the 

^Figures for males alone— total earners principal occnpatioa. 
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possession of occupancy tenants, and 48‘2 per cent as in the hands 
of tenants-at-will. (Land Revenue Administration Report for the 
year ending 30th September 1933, Statement II). Even if the 
area held by tenants-at-will were larger, it would be no justification 
for taxing cultivating owners according to standards based on rent 
paid by tenants-at-will. Even if the whole cultivated area of the 
Province were held by tenants-at-will, land revenue must still be 
limited to a certain porportion of net assets, as directly ascertained or 
estimated. When it is known that the rent received by land- 
lords contains tenemts’ subsistance, rent ceases to be a reliable guide 
to net assets. 


Net Assets as Profits on Direct Cultivation 


TTiatjhe definition of ‘ net assets * as profitsjon, direct cul tivation 
would me an a lowe r a ssessment mav b e shown by a n examp le. 


We have seen that in the assessment of Lyallpur Tehsil the 
value of gross produce was found to be 228 lakhs, and landlords’ 
net assets Rs. 1 00 lakhs. It follows that costs were taken as 1 28 


lakhs, which is 56 per cent of tlw vsJue of gross produce. 


‘,iiet assets ’ are defined as landlords ’ ‘ net assets ’, the 
costs are yejyjRUch under-estimated. This is because the definition, 
as we have seen, is not concerned with the earnings of the tenant. 

If net assets were directly defined, costs would have to be 
allowed for at 75-80 per cent of the value of gross produce. This 
estimate is suggested by the accounts of income and expenditure 
of the Risalewala Farm, and the family budgets of tenant-cultivators 
published by the Board of Economic Enquiry, Punjab. On this 
will-managed Goyerament farin of 800 acres (this farm shows a 
‘ distinctly higher net income ’ as compared with other fairms in- 
cluded in the Punjab Farm Accounts), the proportion of expen- 
diture (excluding remuneration for the cultivator’s labour and land 
revenue) to gross, income during nine years, from 1926-27 to 1934- 
35. was 44'86 pe r cent . Wages for the_ cultivator and. working 


members of his family would a bsorb about 1/3 qf the gross value 
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If cost is taken at 75 ger cent of . the .value of gross produce, 

net assets of Lyallpur Tehsil are immediately reduced from 1 00 
lakhs to 57 lakhs (228 lakhs less 171 lakhs). The Staiidard 
Demand would, consequently be reduced from 25 lakhs to 
Rs. 14^ lakhs. 

The Sliding Scale 

In the Punjab new principles of assessment were formulated 


m connection with the je-§gttlemegit of the...Lyallpur_chstrict. 
principles deserve our careful attention, as it is thought they inteoduce 
“ a revo lutionary ch^ge in the land revenue syste m of the Punjab.” 
In the course of a press interview Sir Sikander Hayat (then 
Revenue Member of the Punjab Government), speaking as a 
zamindar said: “Never since th e ad vent of the British, or fo r 
the matter of that under any rule, has such a big concession been 
graiited to zamindars in the Punjab.” 

Let us examine the “ revolutionary change ” in the methods 
of assessment which the new system involves, and the ‘ big 
concession ’ that it msJces to zamindars. 

The prices of agricultural produce have always played an 
important part in assessment. Under the old system revenue .rates 
were 6xed in accordance with average prices of agricultur^ produce 
over a long period (due allowance being made for other factors), 
and it was assumed that there, would be no large variation in prices 
throughout the period of the . settlement. Throughput the .period 
of the settlement, then, land revenue was realised, according to those 
rate (barring remissions in cases of local deterioration), and no 
change was made iir.the rates of assessment on account of fluctuadons 
of prices. 

Under this system the peasant stood to gain when the average 
level of prices rose above the prices assumed for assessment purposes. 
If the standard rates are so fixed as to take not more than one 
quarter ‘ net assets,’ a rise of prices above the assumed prices reduces 
the land revenue below the standard of one-quarter ‘net assets.’ 

But the old system became xmworkable when prices fell . Jt 
is impossible .f oiLPeasants tp..pny....the.,]and. tesenpe ,„aLr.at^ fixed 
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according to the in flated p rices of 15 or 20 years preceding the 
trade depression. The chief feature of the new system is the annual 
adjustment of the land revenue demand according to prevailing 
prices. As before, . standard, rates of . revenue have been worked 
out with reference to average. prices during a long period (the. last 
.wehty years) . These standard rates, based on ‘ commutation 
prices,’ are however, paper rates^^ They would not be enforced 
except “when’ acfual prices are as high as the commutation prices. 
\^en prices are lower, remission from standard revenue rates will 
be granted according to the difference , between commutation prices 
and actual prices. If actual prices are 40 per cent lower, the 
remission of revenue will amount to full 40 per cent. For reasons 
of convenience remission in any yea r will be granted according to 
the market prices of the preceding year. It is not practicable to 
work out the scale of remission in any year according to the prices 
of that year as instalments of the land revenue are realised before 
the marketing of crops is complete. 

If in any year market prices are higher than the commutation 
p rices, the reyeime payer^ wiU be givai full advantage of the excess. 
But when prices are lower, a corresponding remission would be 
g^ted, however great the difference may be. As the official com- 
mtmique on the subject states: “ While Government will be boimd 
not to exceed the maximum rates as fixed, they will give to the 
revenue payer the full benefit of the fall in prices, however great 
that may be.” 

In calculating the remissions three factors will be taken into 
consideration: (a) the percentage of the total matured area under 
each important crop, (b) the average yield per acre of each of 
those crops, and (c) the commutation price assumed for each of 
those crops. Assuming t here is no change in (a) and (b) , the 
amount of,the„.reniission wfll be solely determined by the percentage 
fall of pri^s as compared -with the commutation prices. 

For an excimple of assessment under the sliding scale, we again 
turn to the report on the assessment of the Ly allpur Tehsil. Assess- 
ment of Lahore and Amritsm has also been earned out according 
to the new principles. The method is the same in all cases. 
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For the calculation of the standard demand (Lyallpiu:) the 
following commutation prices were assumed: — 




Annas per maund 



or 

Rs. per acre. 

Cotton American 


. . Annas 

200 

Cotton Desi . . 


• • 9 > 

168 

Gur 


• * 99 

88 

Maize 


* • 99 

48 

Toria 


• • 99 

92 

Wheat 


♦ • 99 

60 

Wheat Straw . . 


■ • • 99 

6 ' 

Gram 

* , 

* • 99 

52 

Orchards, gardens. 

Vegetables and Tobacco Rs. 

60 

Other crops . . 

• • 

* * 

32 


It is explained by the Settlement Officer that “ The introduc- 
tion of the sliding scale makes commutation prices paper prices, 
until the level of current prices rises to the le\'el of communtation 
prices.” 

The standard index figme of Ly allpur Tehsil was worked out 
as follows: — - 


TABLE L 


Index Figure of Lyallpur Tehsil. 


1 

2 

3 

4 

5 




Commutation 

Standard 

Commodity. 

Percentage. 

Outturn in 

prices in 

index, multiple 



maunds. 

annas per 

of columns 2, 




maund. 

3 and 4. 

Sugarcane 

.. 4 

30 

88 

10,560 

American Cotton 

7 ■ 

61/2 

200 

9,100 

Desi Cotton 

. . 11 

61/2 

168 

12,012 

Maize 

.. 3 

14 

AS 

2,016 

Wheat 

. . 37 . 

14 

60 

31,080 

Toria 

.. 6 

8 / 

92 

4,416 

Gram 

.. 8 . 

\ 11 

52 

4,576 

Total 

.. 76 



73,760 
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The stanaara index ot eacu conmodity is obtained by multiply- 
ing together the percentage of matured area, outturn and the com- 
mutation price. The total standard index for the more valuable 
crops, representing 76 per cent of the matured area, is thus 73,760. 

The Settlement Officer next works out the index figxne for 
1934-35 on the basis of prices current in 1933-34:— 

Index Figure of Lyallpur Tehsil, 1934-35. 


1 

2 

3 

4 

5 




Commutation 

Standard 

Commodity. 

Percentage. 

Outturn in 

prices in 

index, multiple 



maunds. 

annas per 

of columns 2, 




maund. 

3 and 4. 

Sugarcane 

.. 4 

30 

44 

5,280 

American Cotton 

.. 7 

6^2 

86 

3,913 

Desi Cotton 

.. 11 

6/2 

66 

4,719 

Maize 

.. 3 

14 

23 ' 

966 

Wheat 

.. 37 

14 

28 

14,504 

Toria 

.. 6 

8 

39 

1,872 

Gram 

.. 8 

11 

24 

2,112 

Total 

.. 76 



33,366 


It is assumed that there is no change in the percentage of 
matured area, or in the yields, but prices in 1933-34 were 55 per 
cent below the level of the commutation prices. The index for 
1934-35 is thus, 33,366, or 55 per cent less than the standard index. 
If the sliding scale had been in force from Kharif 1934, 55 per 
cent remission would have been granted, or instead of Rs. 25,08,57 1 
laJdis, the actual demcind^ to be cdllected" would have Been 
Rs. 1 1,28,856, “These figures show,” remarks o/ the Settlement 
Officer, “how extremely generous the new system is and should 
remove any doubt as to the benefit which it will confer on the 
zamindars.” 

We have already seen that the standard demand is calculated 
on the basis of landlords’ net assets. In the Assessment of the 
Lyallpur Tehsil costs were taken at 56 per cent of the vaJue of 
gross produce; if net assets were directly defined, as we have seen. 



TAXATION 




standard d'r' T ya'-i come down to about 14J/4 lakhs, without 
making any reduction on account of the fall of prices. 

We have seen that the existing definition of net assets work s 
against the pieasant proprietor. The same objection applies to Ae 
sH^g sca.le. TTe sliding scale, after grzinting heavy remissions 
every year, will levy a on the peasant proprietor which in 
ordinary years will much exceed 25 per cmt of net assets, and 
which wUl absorb, the. vdbpie of nejtjassets, and even more, when 
^i^es fall heav^. 

The sliding scale completely ignores the cost factor. It i s 
assumed that when prices fall in any proportion, cost of produc- 
tion will automatically fall in the same propodion. 

This is wholly untrue . The charge for water, abiana, is an 
important element of cost, .i^bi ana rate s have never been reduced 
in propo rtion to the^^l i n price s. 

It is not necessary to produce formal evidence to show that 
when prices rise or fall, the variation m costs, as a rule, is less than 
that in prices. It will be admitted that agricultural costs .in the 
Punjab do not possess much elasticity. 

^^ea_prices fa ll, heavily, and costs Jess heavily, it is possible 
that net assets may wholly vanish. But the sliding scale assumes 
that the Xamindar always enjoys net assets, provided the fall. in 
prices is not exactly 1 00 per _cent. In the Lyallpur assessment the 
commutation price of wheat was taken at 60 annas. Assume that 
wheat is the only crop grown and that the price falls by 80 per cent, 
that is, from 60 annas to 1 2 annas a maund. 

Government would grant 80 per cent remission. If the 
standard demand was Rs. 3 per acre, the land revenue realised 
would be 9]/2 annas per acre. But would any net assets be left 
when wheat was selling at 12 zinnas a maund? 

The Settlement Officer, Lyallpur assumes that a 55 per cent 
fall in the value of gross produce is accompanied by a 55 per cent 
fall in costs. If cost s fall to a smaller extent. Government demand 
.l |i[pt exceed ope quarter net assets, as is shovra by the following 
table: 




V . 


A 




il 




t 


JJ 


m 
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Proportiott 


.Value of gross 

^ ‘ ^ Costs. 

Net assets. 

Land 

of land ' 

produce. 



Revenue. 

revenue to 

net assets. 

Lakhs. 

Lakhs. 

Lakhs. 

Lakhs. 

per cent. 

228 

128 

100 

25 

25 

.102-6 (55) 

57-6 (55) 

45 (55) 

11-25 (55) 

25 

]02'6 (55) 

64-0 (50) 

38-6 (62-4) 

11-25 (55) 

29-1 

102-6 (55) 

70-4 (45) 

32-2 (68-6) 

11-25 (55) 

34-9 

102-6 (55) 

76-8 (40) 

25-8 ( 74-2) 

11-25 (55) 

43-6 

102-6 (55) 

83-2 (35) 

19-4 (80-6) 

11-25 (55) 

58-0 

,102-6 (55) 

B9-6 (30) 

.13-0 (87) 

11-25 (55) 

86-5 

102-6 (55) 

92-8 (27-5) 

9-8 (90-2) 

11-25 (55) 

114-8 

102-6 (55) 

96-0 (25) 

6-6 (93-6) 

11-25 (55) 

170-4 


Figures in brackets show percentage fall in each case. 

It is seen that when cost falls by 40 per cent as compared 
with the 55 per cent fall in the value of gross produce, net assets fall 
, by 74’2 pCT crat. The proportion of Government demand to net 
\^ets in thk case w'ould be 43'6 per cent, if costs fall by 25 per 
cent only, net assets would fall by about 94 per cent, and if Gov- 
ernment granted only 55 per cent remission. Government demand 
would amount to about 170 per cent of net assets. 


It is ev ident that net assets affected by variations in costs, 
and it is given that , land, revenue is 25 per cent of net assets. It 
follows that for granting remissions we want a formula which, while 
taking accoimt olihe variation in costs, will ensure that Government 
demand does not exceed 25 per cent of net assets. The following 
formula is suggested: — 


X—lOO lOOG — G g— lOOC + Cc 

4L 

Where G = gross value of produce, 
g = percentage fall in G. 

C = Cost of production, 
c = percentage fall in C. 

L = Land Revenue. 

X = Required remission in the standard demand 

percent. 
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Chabt No. 33 The Sliding Scale System of 
Assessment. 

Column 1; What Govt, is entitled to take, 25% of Net 
Assets. 


Column 2; What Govt, would take if, when prices fell by 
55%, Costs fell as shown by Col. 1 in diag 2. 



Diagram 1. 


Col. 1. Fall in costs, when prices fall by 55%. 
Col. 2. Fall in Net Assets. 






Diagram 2. 




TAXATION 


For example suppose: 

G = 228 Lakhs. 

g = 55. 

C=128. 
c = 40. 

L = 25. 

; ^ 100X228—228X55—100X1284-128X40 

X=100- - - 4X25 

27920 — 25340 

= 100— IQQ — 

= 100 - 25-8. 

= 74*2. 


This means that if the standard demand is reduced by 74'2 
per cent (according to the feill in net assets), it would be equal 
to 25 per cent of the net assets. From 25 lakhs the standard 
demand should be brought down to Rs. 6,45,000. 

For this formula we require the relation of C to G, Jind of c to 
g. iThe standard demand cannot be found without determining G 
and C. In granting remissions from year to year it would be 
necessary to investigate the variation in costs consequent upon the 
fall in the gross value of the produce. 

For more than one reason it is necessary to find out how costs 
behave when agricultural prices fall in a given proportion. Pm 
investigation into costs would shed much , light,, on our pow er o f 
international competition. .If .aIsq.jDjing home to ..Government 
the necessity of reducing some of its dues, e.g. water-rates. 

The relation of costs to prices would be determined once for 
all in the case of different types of cultivation. The investigation 
is not so difficult as it may seem. The Punjab Farm Accounts 
will provide valuable data for this enquiry. More data can be 
easily collected. 

It should be apparent to the reader that x mles s remissions are 
grant ed according to the fall. Jnjiet, assets (i.e., after taking the 
vmiation in costs into account) the^slicfing sc^^is. no boon to the 
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working peasant. In fact the sliding scale is a device for taxing 
the subsistence of tKTpeasanF pro^etor while deceiving him with 
limitl^ pager mmssioa.s. 


Actual and Prospective Net Assets 

Another, and perhaps the most importcint objection to the slid- 
ing scale still remains to be stated. 

Is the calculation of standard demand in the sliding scale based 
on actucil net assets? 

The answer must be in the negative. Just as the commutation 
prices in the sliding scale are paper prices, the standard demand 
is a paper demand- The standard demand represen ts the demand 
which wo uld b .co|ia;td..i£Jie„ leve]L^l.^^ eqpal 

to the comm utation p ri c es, 

For reasons which have explained before there is little or no 
hope of a rise of prices equal to the commutation level. The 
structure of world supply and world demand in regard to agricul- 
tural products has fundamentally altered. 

Why should not fut ure ass essments be based on c urrent pric^ . 
whicE"are more normal than the absurdly high average prices of 
1914-1929? Is there any thing m past practice, or the principles 
which have hitherto guided the land revenue policy of Government, 
to prevent assessments being made on the basis of actual net assets, 
as distinct from theoretical or paper net assets, which would never 
become actual ? 

Old Settlement practice giy<» no. warrant for estimating net 
assets on the basis of prices which are 40 o r 55 per cent higher than 
actual prices, or t he pr ice§_whi ch a re likely to prevsiil in the commg 
period of settlement. 

I When assessment is based on the average of agricultural prices 
rover a sufficiently long period in the past it is assumed, that the 
range of future prices will not be dissimiliar, (Douies Settlement 
Manual, Para. 331) . Attention may also be drawn to the view 
of the Government of India, Revenue and Agricultural Department, 
in regard to the level of assumed prices ;— 


614 



TAXATION 


“ TTie ^uctijiatipns of prices are far loo uncertain, and any 
conclusions as to their future course aire far too hypothetical, to form 
a basis for assessment, and the furthest that it would be wise to go 
in reliance upron an cuiticipated rise is to use it as justification for 
not going lower than actually prevailing rates.” (Domes 
Settlement Manual, P. f 54 n). 

TTiis is an argument against assmning prices for assessment 
that are too high. The tendency in settlements in the past was to 
err on the side of leniency, that is, to assume prices which were 
rather too low than too high. One is reminded of the speech in 
which the Chief Secretary (Governor of the Punjab and author 
of the sliding scale) opposed the proposal to reduce the land 
revenue to 25 per cent of net assets in the Punjab Gotmcil in 
1928. The chief Secretary, then Mr. H. W. Emerson, said:— - 

” I looked up one crop, the wheat crop, and I found that the 
price sanctioned by Government was Rs. 2-6-0 per maund. That 
was the price I was told to assume for the purpose of assessment. 

I then looked up the prices that have ruled at Multan since the 
settlement was sanctioned, that is since 1920. I chose the second 
week of July in each year, when wheat is cheapest; I foxmd that 
the price of wheat has varied from Rs. 4 to Rs. 7-8 during the 
years since the last settlement, and considering that the price has 
ranged from Rs, 7 to Rs, 4 it certainly would not be unreasonable 
to take the price for purpose of assessment at Rs. 4-6-0. Even that 
would be very low, unduly low. Supposing the price had been 
taken at Rs. 4-6-0. that would have been Rs. 2 per maxmd higher 
than what I was told to assume, and by merely taking that addi- 
tional Rs, 2 per maund for the price of wheat in one circle, a sum 
of 7 lacs would have been added to the assests of the circle and a 
sum of 2 lacs to net assets. 

“ The actual assessment sanctioned by Government was 
Rs. 1,22,000, If the price of wheat had been taken at Rs. 4-6-0 
instead of Rs. 2-6-0 it would have been possible to take 25 per cent 
only of the net assets, and still to have justified a larger Government 
demand than was actually taken with a standard of 50 per cent.” 

“ (Punjab Council Debates, 1 928 p. J 022-23) . 
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The practice in the past thus was to assume prices which were 
substantially below rather than above prevailing prices. 

The standcird demand in the sliding scale represents taxation 
of prospective, not actual net assets. 

Now assessment upon actual as distinct from prospective 
assets had become a cardinal principle of the land revenue policy 
of Government. Government of India’s Resolution on Land 
Revenue Policy (1902) says: — 

“ Formerly the basis of assessment was the anticipated average 
yield of the land during the coming period of settlement. Now 
it is the ^tual yiel d at the tim^of assessm gnt. so that the land 
owner enjoys to the full any new advantage that may accrue either 
from his own outlay or from outside circumstances, in the interval 
before the next revision is made. Assessment upon actual, as 
distinct from prosepective assets, has thus become a cardinal principle 
of the land revenue policy of Government ” (para 21). 

Para 38 of the Resolution gives a'*“summary of propositions 
established,’ eind on p. 47 this ‘ cardinal principle ’ is summed up 
thus: — 

“ (8) That assessments have ceased to be made upon 
prospective assets.” 

This ‘ summary of propositions established ’ was reproduced 
by the Indian Taxation Enquiry Committee of 1924-25 in their 
Report (para 74) . 

The cardinal principle of the land revenue policy of Govern- 
ment quoted above rneant that the land revenue demand would 
be based on current prices, and that if prices rose duriiig the period 
of settlement, the land-owner would reap the whole benefit there- 
from. The sliding scale treats the famous Resolution of 1902 
as a scrap or paper. 

We may thus summarise our conclusions regarding land 

i reygiue„i£jaami- 

Land revenue, admittedly, operates as a tax on agricultural 
incomes. A strong case esdsts for the abolition of land revenue 
and the taxation of amicultural income s according to a graduated 
scale (dab system) . A^icultural income Jbelow Rs. 500 should 
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be exempted from taxation. Tlis.. taxable , capacity ojf (Afferent 
classes of land owners is not the same. Hence the need for 
graduation. The exemption limit suggested is four times lower 
than that for the non-agriculturist tax-payer. 

If lemd revenue is not converted into 2 in income-tax then a 
strong case exists for 

(a) Defining net assets as profits on direct cultivation. 
Full and fair wages for the cultivator and working 
members of his family should be included in costs 
of production. 

(fi) Basmg assesspaents, in accordance with past practice 
and an accepted ‘ cardinal ’ principle, upon actual 
as distinct from prospertiye assets. 

If the sliding scale is enforced in open violation of the Reso- 
lution of 1902, then, in justice to the peasant proprietor, the 
comparative inelasticity of costs should be taken into account in 
gremting remissions — or remissions should be gran ted according to 
the fall in net assets, not merely according to the difference between 
commutation a nd actu al pr ices . 

Final ly a strong case exists for'greinting exemption from the 
payment of land revenue to owner-cultivators of one-plough holdings 
or Jess. It would be difficult to show that such owners earn any 
taxable net assets at all, over and above costs of cultivation in the 
accepted sense. 
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INDIAN FINANCE 

The study of Indian finance since 1913-14 may be divided 
into three periods (1) 1913-14 to 1920-21, (2) 1921-22 to 
1935-36 (3) since 1936-37. 

On the 1st of April 1921 Provincial Finance was separated 
from Indian finance. This was a consequence of the political 
changes known as the Montague-Chelmsford Reforms. The 
first period is therefore the pre-Reform period. 

Provincial Autonomy was inaugurated on the 1st of April, 
1937. The yeeurs from 1921-22 to 1935-36 may suitably be 
called the Refomls period, and the last period, commencing with 
,1936-37 the era of Provincial Autonomy. 

Pre-Reform Finance. 

A general view of Indian finance in the pre-Reform period 
is given by the following Table:- — 


Abdract Statement of the Revenue and Expenditure of the 
Government of India in India and England, 

Lakhs of rupees. 


Year. 

Revenue. 

Expenditure. 

Surplus. 

Deficit. 

1913-14 

.. 1 , 27,81 

1 , 24,34 

3,47 

. . 

1914-15 

.. jl 21,74 

1 , 24,41 

,* .. 

2,68 

1915-16 

.. 1 , 26,62 

1 , 28,40 

• . 

1.78 

1916-17 

.. 1 , 47,08 

. 1 , 35,86 

11,22 

. . 

1917-18 

.. 1 , 68,99 

1 , 56,86 

12,13 


1918-19 

.. 1 , 84,89 

1 , 90,62 

*■ . 

5,73 

1919-20 

.. 1 , 97,49 

2 , 21,14 


23.65 

1920-21 

.. 2 , 15.02 

2 . 41.03 


26,01 


It is seen that between 1913-14 and 1920-21 Indian revenue 
increased from 128 crores to 215 crores or 68 per cent, and 
expenditure from 1 24 crores to 24 1 _crores or 94 per cent. 

Such a large increase, in , Gftvjiinment revenue and evpenditure 
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could not take place without considerable changes in the tax system. 

It is therefore ioterestmg to study 'the figures of revenue and 
expenditure under the main heads; — ^ 

C metal statement of the Cross Revmue in India and England 
in lakhs of Rs^ 


Heads of Revenue 

1913-14. 

1916-17. 

1920-21. 

J-^and Revenue ' 

32.09 

33,06 

31.97 

Opium 

2.44 

4.74 

3,53 

Salt .. - 

5,17. 

7,24 

6,76 

Stamps'' ..I, 

7,98 

8,67 

16,96 

Excise .. . . 

13,34 

13,82 

20,44 

Provincial Rates 

27 

5 

6 

Customs' . . • • ■ ■ 

11,34 

12,89 

31,90 

Income-Tax » . ' ' . 

2.93 

5,66 

22,19 

Forests . . 

3,34 

3,71 

5,41 

Registration . . 

78 

81 

1,12 

Tributes from Indian States . . 

93 

92 

91 

.Total ■ . * 

80,59 

91,66 

1,35,27 

Railways 

, 26.44 

31,97 

25.01 

Total Revenue under all heads 
including . Interest, Posts 
and Telegraphs, Militaiy, 

Receipts and other Heads . • 

1,27,81 

,1.47.08 

2.15,02 

General Siaiement of the gross expenditure charged agaimi Repenue^ 

. in India and England, .iMkhs of Rs, 

Expenditure. ■ ' 

. Main Heads. 

1913-14. 

1916-17. 

1920-21- 

Direct demands ..on the. Revenues, 

13,91 

13,99 

22,50 

Interest . . * ' ... 

2,27 

1.76 

16.38 

Salaries & Expenses of Civil 

Departments' . . 

26,90 

28,62 

41.56 

Railways 

19,25 

20.75 

10,38 

Military Services 

31,90 

39,85 

94.04 

Total expenditure . charged ' 
against revenue. Imperial and 

and Provincial, f 

124.34 

135.86 

241.03 


•]• Includmg other heads ■ Posts ' and Telegraphs, Mint, ' Famine Relief and 
Insurance (generally 150 lakhs). Irrigation etc*, and adding portion , of allotinents to 
Provincial Governments not spent hy iheiB' in the ' year, and deducting ".portion of Pro- 
vincial expenditure defrayed from Provincial Baisoicxs, 
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We notice little change in the figures for land revenue. The 
yield of the (^ustoms Duties increased very considerably — from 
11-1/3 crores in 191 3-14 to about 32 crores in 1920-21 on account 
oT^e complete revision of the pre-war Janff in J 916. The gen eral 
rate of duty was raise d from 5 to IVr per cent, and duties on 
spe^Tarddes, e.g., liquors and manufactured tobacco, were 
considerably enhanced. Export duti^were also imposed on tea 
and jute, which w ere doubled,.in the Jpllpydng year . The import 
duty on cotton piece-goods was raised from Sj/z to 7|/2 per cent 
in T917, without “any change in the excise, which remained at 
4!^. per cent . 

HThe Income-tax Ac/ of 1886 was in force at the toe of 
the ou tbreaKoinEe Great, W^. This Act applied to all incomes 
except those derived from agriculture. Originally only incomes 
which were less than Rs. 500 were exempt from the tax, but the 
exemption limit was raised to Rs. 1,000 in 1903. Incomes 
between Rs. 1,000 and 4,999 paid 4 pies in the rupee, and incomes 
above that amount were taxed at, the flat rate 5, pies in the rupee. 

The need for more revenue ledjo changes in' the Act of 1886. 
In 1916 progression was introduced up to Rs. 25,000, and in 19 1 7 
came the first Super-tax Act. A new Income-tax Act was passed 
in 1918, when the pinci^ of assessment on income derived from 
all sources was adopted in the place of the old system, hitherto in 
force, of assessment by water-tight compartments. The exemption 
limit was r aised to Rs . 2,000 in 1919 . T he combined Income-tax 
and S uper-tax rates now amoun ted to 4 annas in the rupee . 

As a result of these changes the yield of the Income-tax 
increased from less than 3 crores in 1913-14 to o v er 22 crores in 
1920-21 . 

Attention mav al so be called, to the increase in the Salt duty 
in 1916 from R e. 1 to Re. 1-4 per maimd . The Salt duty had 
been reduced from Rs. 2-8 in 1888 to Rs. 2 in 1903, Re. 1-8 in 
,1905 and to Re. 1 in 1907. 

The raisi ng of the Customs , dudes and of the Salt d u ty and the 
revisio n of the Income-t a x were the principal cha nges in pur tp: 
syste m during the War . 
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A s regards expenditure, the principal item is Military Services. 
In 1913-14 military expenditure (gross) was about one-fourth of 
the total expenditure charged to revenue, and its amount was about 
32 crores . In 1920-21 military expenditure (gross) had risen to 
94 crores. The figures of net military expenditure are as follow: 


Net Expenditure. In crores of rupees. 



Military Services. 

Total net expendifure 
charged to revenue. 

1913-14 

.. 29-8 

837 

1914-15 

. . 307 

82-5 

1915-16 

.. 33-4 

857 

1916-17 

. . 37-5 

927 

1917-18 

. . 43-6 

1080 

1918-19 

. . 667 

,1357 

1919-20 

. . 87 0 

161-6 

1920-21 

. . 87-4 

. V , V 

17p-5 


It is seen that the net cost of the Military Services (gross 
expenditure less military receipts) between 1913-14 and 1920-21 
increased about three times. Of the total net expenditure in 
1920-21, the net military expenditure rep resented more than ha lf. 

The greater part of the increase in military expenditure took 
place after the signing of the Armistice in November, 1918. The 
explanation . lies chiefly in the re-organisation and modernisation of 
the army. But part of the increase was "due to economic causes, that 
is the rise in the general^cost of livmg, jwhich .also accounts for 
the incr ease in the Salaries ^d Expenses of the Civil Departments. 

Another interesting item of expenditure is Inter est. The 
charges (gross) on account of Interest increased from 2V4 crores 
in 1913-14 to 16-1/3 crore s in 1920-21. The growth of interest 
charges w as due to the growth of our Debt. 

The following table shows our Permanent Debt in India and 
England: 
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Classification of Permanent Debt in India and England. 
In cr ores of rupees. 



Railways. 

Irrigation. 

Ordinary.' 

1911-12 

.. 305 

54 

49-6 

1913-14 

.. 333 

59 

19-1 

1914-15 

. . 350 

62 

•3-33 

1915-16 

. . 352 

64 

2-99 

1916-17 

.. 354 

65 

5-5' 

1917-18 

.. 359 

66 

100-8 

1918-19 

. . 366 

67 

70-6 

1919-20 

. . 379 

68 

62-2 

1920-21 

. . 377 

69 

97-9 


The total Debt amounted to 544 crores in 1920-21, as 
compared with 41 1 crores in 1913-14, an increase of 133 crores 
(Railways 44 crores; Irrigation 10 crores; Ordinary Debt 79 
crores) .It will be noticed that Ordinary Debt was gradually being 
extinguished when the War broke out and, but for the War, it 
would have ceased to exist. 

A portion of the Permanent Debt is held in England. On 
the 31st March 1914 the Debt in India amounted to about 146 
crores and in England to £177 millions, equeil to about 
Rs. 266 crores— thus about 65 per cent of the total Debt was 
held in England. During the War large amounts were raised 
by the Government in India, and at the end of the year 1920-21 
the proportions of the total Debt held in India and England were 
about equal. 

The largest increc^Jn the Ordinary Debt took place in 
in 1917-18, in which year India made a special contribution of 
£100 miliions to the W^. 

The spec ial contributi on was paid by means of an Indian War 
Loan which yielded £3 6 in illions, and contracting sterling debt for 
the rest of the amount. 

Our financial histo ry sin ce the outbreak of the War may be 
bri efly summarised as follows : two defi cit years (1914-15 and 
n915-16) were follow ed by two surplus years and then followed 

^Includes New Capital at Delhi and Bombay Development Loan, 
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a series of deficit years from 1918-19 to [92 2-2 3. ;^ter 1923-24 
India enjoyed a period of stable ^ance till the^ beguming^ of the 
trade depression. 


Reforms Period 1921 -22 to 1936-37. Separation of 
Provincial from Indian Finance. 

We may now consider the importamt financial changer, 
introduced from the 1st of April, 1921. 

There was a close connection between Imi>erial and 
Provincial finance before the grzmt of finamcial autonomy to the 
Provinces. Certain heads of rev enu e were divided equally betw een 
the Imperial and Provincial Governments; the remaining sources 
of revenue were entirely Imperial or entirely Provincial. In most 
OT^^'lhe Provinces the divicied neads were: land revenue, excise. 


, - . .. . .. 

stai^,.^mcome-t^ ■and the income from large irrigation works. 

The entirely Provincial heads were: forests^ registration, the receipts 
under the spending departments managed by Local Governments 
such as ordinary public works, police, education, medical, courts and 
jails. The following sou rc es of revenu e were , w holl y _ Imperial : 
opium, salt, customs, mint, railways, po sts and telegraphs, military 
receipts and tribu tes fr om Nat i ve States . Like heads of revenue! 
some of the heads of expenditure were commonly shared by Imperial! 
and Local Governments, while others were entirely Local or; 
Imperial. The responsibility for all outlay connected with defence, 
railways, interest on debt, posts and telegraphs and the Home 
Charges rested with the Imperial Government; the Provinces were 
responsible for expenditure relating to land revenue and general 
administration, education, the medical department, police, jails and 
forests. The common hea ds of e xpendi tme were irrigation 
ordinary public work s. 

The Imperial Government, furth er, acted as. a banker to the 
Prov incial G o vernm e nts, as it kept th eir ba lances. These balances 
consisted of large grants made by the Imperial Govenunent to the 
Provinces in the past for expenditure on education, irrigation, 
sanitation, agricultuxed and veterinary development and other similar 
objects. Provincial Governments could not spend the money at 
once and the result was the accumulation of balances. 
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The abolition of divided heads involved the disappearcince 
of Provincial figures from the Indian Budget. Land revenue, 
ir rigation, stamps and excise were made w holly Provincial, and 
t he in come- tax who lly Imperial. 

T|ie main reasop, for this important change in our financial 
system was that the political autonomy of the Provinces under the 
Reforms scheme would have been incomplete without financial 
autonomy. The authors of the Indian Constitutional Reforms 
thought that the Provinces should not be dependent on the Central 
Government for carrying out any schemes of Provincial develop- 
ment. They attached very little importance to the argument that 
the authority of the Government of India would be lowered if the 
Provinces were freed from the financial control which it exercised 
over them. On the other hsmd, they thought it was impossible 
that the old system should work successfully under the new condi- 
tions, as a large popular element had been introduced into the 
government of the Provinces while the Central Government was 
still an Official government. 

As a result of the proposed financial changes a large deficit 
in the Indian budget was anticipated. This was to be met by 
annual contributions of fixed 2 unounts from the Provinces to the 
Central Government. The rules framed under the Government of 
India Act (Sec. 45 A) in accordance with the recommendations of 
the Mestpn CoppaM provided for a TdtaIrProvincia] ccfptribu- 
tion of 9,83 lakhs in the financial year follows: — 

Name of Province. Contribution in Lakbs ; 


Madras . • 

of Rupees. 

. . 348 

Bombay • • • • 

■ . . 56 

Bengal .. ,, 

. .. 63 

United Provinces 

.. 240 

Punjab •• .. , 

.. 175 

Burma . • . . ^ 

' .. 64 

Central Provmce and Berar 

.. 22 

Assam . . • . 

.. 15 

Behar and Orissa 

.. m 


Total . . . . . • 983 
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These initial contributions were levied on the basis of the net 
additional revenues with which each province was endowed by the 
new hnancial arrangements. It will be seen that the contribution 
made by Madras, the United Provinces and the Punjab was 
heavy, but it should be remembered that the contribution was not, 
as the Meston Committee put it, “ some new and additional 
burden extracted from the wealth of the provinces, ’’Those provinces 
which contributed most were also the largest gainers under the 
new financial schetne. 

From the year, 1922—23 onwards the total Provincial 
contribution was to be 983 lakhs “ or such smaller sum as may be 
determined by the Governor-General-in-Council.” The percentage 
of this total amount to be paid in e;ach year by each Local Govem- 
Qient was definitely fixed. 

In determining the scale of contributions, the Meston 
Committee took into consideration the indirect contributions of 
the provinces to the Government of India, and in particular, the 
incidence of customs duties and of income tax, the industrial and 
agricultural wealth of the provinces with due regard to their 
liability to famine, and the capacity of each province for expansion 
and development agriculturally and industrially. 

TTe Provincial contributions were not intended to be 
peraianent. 

The growth of revenue of the Central Government made it 
possible to remit the contributions in 1927-28 with the exception 
of a small sum, and they were finally abolished in 1928-29. 

The reforms period began inauspiciously with deficits. The 
deficits, in fact,” started much earlier, witK the year f918-19, 
and ended crnly with the year 1923—24. The total jmomt of 
budge t defici ts in these five yems was no less than 93 cror®. 
Practic^ly„the whole of^e deficit in 1919-20 (about 24 crores) 
was due to the Afghan War; a„lcirge part of the deficit in. 
1920-2 1 (2 6 crpiesl) was dug tp^arree,]rs..o£ the same»jyar. 

The deficits were met by the issue of fiduciary currency 
against the Government’s own I. O. U’s and Treasury Bills. The 
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situation was alarming and called for drastic remedies. A 
5:etrenchment Committee, presided over by Lord Inchcape was 
appointed in 1922 to overhaul expenditure. The reductions in 
expenditoe recommoided by this Committee amounted in the 
aggregate to p.s. 18 crores. 

After a succession, of deficit years a surplus was rea lised in 
1 923-24 and there after, till t he ...adTOnt, of ,the Jrade^ d^ression, 
there were only minor changes in the tax system. Military 
expenditure was brought down to about 55 crores, as recommend- 
ed by the Retrenchment Committee of 1922. 

The financial situatmn, before the trade depression, could, 
without exaggeration, be_ described as eminently satisfactory. 
Financial stability had been attained in spite of the heavy sacrifice 
of revenue on the part of the Government of India — 1% crores 
from the Cotton excise, 85 lakhs from import duties on Machinery, 
V/z crores from Opium, in addition to about 10 crores of Pro- 
vincial Contributions. In the five years ending 31st March 1928 
(^vernment were also jible to vmdertake a very large amount of 
capital expenditure, chiefly in connection •with railways (Rs. 69 
crores and £48^ millions) . 

The following is a statement of Revenue and Expenditure of 
the Government of India for certeiin years. 
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Revenue Principal 

Accounts 

Revised Estimate Budget Estimate 

Heads. 

1926-29 

1929-30 

1930-31 


LakKs. 

Lakhs. 

Lakhs. 

Customs . . 

4,928 

5,102 

5,464 

Taxes on Income 

1,670 

1,710 

1,800 

Salt 

760 

673 

705 

Opium 

327 

30*8 

272 

Other Heads 

224 

228 

231 

Total Principal Heads . . 

7,909 

8,021 

8,471 

Railways, Net Receipts 
(as per railway budget) 

3,749 

3.707 

3,810 

Irrigation, Net Receipts 

9 

13 

14 

Posts and Telegraphs, 
Net Receipts 

7 

8 

22 

Interest Receipts 

280 

333 

345 

Civil Administration 

101 

113 

106 

Currency and Mint 

288 

286 

289 

Civil Works 

17 

24 

26 

Miscellaneous 

89 

92 

86 

Military Receipts 

339 

398 

_ 362 

Provincial contributions 
and miscellaneous 

adjustments between 

Central and Provincial 
Governments 

4 



Extraordinary Items . . 

105 

190 

32 

Total Revenue 

1.28,98 

1.32,84 

1.35,64 

Deficit .. .. 

316 


• • 

, Total 

1,29,29 

1,32,84 

1.35.64 
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Expenditure. 

Accounts 

Revised Estimate 

Budget Estimate 


1928-29 

1929-30 

1930-31 


Lakhs. 

Lakhs. 

Lakhs. 

Direct demands on the 

Revenue 

402 

413 

436 

Forests and other Capital 

Outlay charged to 

Revenue 

4 

5 

6 

Railways, Interest and 

Miscellaneous charges 
(as per Railway 

budget) 

3,226 

3,095 

3,236 

Irrigation . . 

22 

30 

26 

Posts & Telegraphs . , 

82 

81 

93 

Debt Services 

1,562 

1,652 

1,782 

Civil Administration 

1,144 

1,269 

.1,327 

Currency and Mint 

72 

74 

78 

Civil Works 

159 

263 

281 

Miscellaneous 

406 

458 

417 

Miscellaneous adjustments 
between the Central 

and Provincial Govern- 
ments 

1 



Military Services 

5,849 

5,908 

5,797 

Extraordinary Items 

1 

» • 

* m 

Total Expenditure charged 

to Revenue 

1,29,29 

1.32,49 

1,34,78 

Surplus 


35 

86 

Total 

1,29,29 

1,32,84 

1,35,54 


The Trade Depression 

§ir George Schuster took charge of our finances in 1929 and 
left us in 1934. His first budget was that for the year 1929-30. 
Estimates of revenue and expenditure for that year showed a deficit 
of 120 lakhs as compared with a surplus of 30 lakhs realised in 
1928-29. The Finance Member decided to draw upon the 
Revenue Reserve Fund for the balance of 90 lakhs. He did not 
diink it justifiable to impose new taxation until he was convinced 
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that there was permanent need for it His review of general con- 
ditions in 1928-29 showed that while they were bad in patches, 
there was no ground for “ serious pessimism”. Besides, he was 
new to the country and wanted time to study more fully the ex- 
penditure side of the budget as well as economic conditions through- 
out the country. 

In his next budget speech Sir George Schuster referred to the 
New York Stock Ebcchcuige crisis: ” The collapse seems likely 
to result in a period of business stagnation in America, which has 
already produced a serious fall in the prices of ail commodities. 
While the effect of these events on monetary conditions in India has 
been apparent throughout the year under review [1929-30] the 
effect of the fall in prices on trade is only now beginning to be felt 

The depression, which was just beginning, produced deterior-' 
ations of revenue under Customs, Miscellaneous payments. Rail- 
ways, Posts and Telegraphs and other heads. The total net 
deterioration was 66 lakhs, which, combined with the anticipated 
deficit of 90 lakhs, raised the total deficit to 156 Icikhs. The deficit 
was exactly balanced by a payment to India of 156 lakhs in 
connection with the German Liquidation Account under the Treaty 
of Versailles. 

But the gap between income and expenditure had not been 
recJly filled. TTiere were some abnormally high receipts under 
particular heads (e.g., interest on the Gold Standard Reserve), and 
windfalls under other heads (one of 30 lakhs as the net result of 
certain judgments in the Privy Council) . 

The financial position was not satisfactory in spite of the 
balanced budget for 1929-30. The estimates for 1930-31 showed 
a gap of 5,52 lakhs, and new taxation was necessary to fill the gap. 

The chcinges in taxation were the following: 

1 . The export duty on rice was reduced, which was estimated 
to cost the Government 30 Icikhs. 

2. In addition to the 15 per cent revenue duty a 5 per cent 
protective duty with a minimum of 3Yi annas per lb. on plain grey 
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goods was imposed on cotton piece-goods imported from foreign 
countries other than the United Kingdom. 

3. The excise duty on kerosine was increased from 1 anna 
to 1 anna 6 pies, while the import duty was reduced from 2 J /2 
annas to 2 annas 3 pies. 

4. The diJte„pmsugar was increased, so as to yield an addi- 
tional 1 ,80 lakhs. 

5. TTie in come-tax on persona? incomes of Rs. 15,000 and 
upwmd was raised by 1 pie in the rupee apd a corresponding increase 
was made in the super-tax in all grades. The Finance Member 
did not consider it desirable to impose fresh burdens on industry 
or commercial enterprise. 

6^ The old import duty on silver of 4 annas per oimce was 
re-introduced. 

In justifying the need for fresh taxation the Finance Member 
S£ud that, if things went well, the new taxes would create a margin 
which would enable the Central Government “ to give a fair measure 
of assistance to the Provincial Governments in the next chapter of 
their history 

'* The budget for 1930-31, as finally pased, provided for a 
surplus of 86 lakhs. Th e revised estimate in March 1 93 1 showed 
a deficit of . 1 3,56 lakhs. “ Times are bad said the Finance 
Member as a preface to his business statement. A further heavy 
fall in the tax revenue was anticipated in 1931-32 and new taxation 
had to be imposed. Was this to be of a temporary or permanent 
nature? The Finance Member thought that of the new taxes, 
some at least would be permsinently needed, or at least could not 
be abolished unless substitutes were found- — for behind the 
temporary needs of the Central Government there lay a permanent 
need for more resources for the Provinces. 

The most important of the .Customs sur-charges was that of 
5 per cent on the general revenue schedule of 15 per cent. The 
5 per cent sur-charge was placed on imported cotton goods also. 
The duties on special articles as alcoholic drinks and sugar were 
considerably enhanced. The additional yield of the Customs was 
estimated at 9*82 crores. 
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Changes were also made in the income-tax and the super-tax, 
but the taxable minimum income for the income-tax, Rs. 2,000, was 
not lowered. 

""The duty on silver was increased from 4 annas to 6 annas 
per ounce. The re-introduction of the duty of 4 annas in the 
budget for 1930-31 had not checked the consumption of silver. 

'^e_^net resiJt of these changes ^^^w the Finance 

Member a surplus. Still the Finance Member added a word of 
caution: “ Expenditure and revenue returns will have to be care- 
fully watched, and if conditions show signs of deterioration, it may 
be necessary to take interim measures to counteract that. It is 
vitally important to the financial stability of the country that we 
should not find ourselves at the end of another year with a large 
realised deficit.” 

The budget, as, finally passed, provided for a small surplus 
of 1 lakh. 

Ther§^ was a supplementary budget at the end of September 
1931. The returns of the 5 months, from 1st April to the end 
of August, showed a heavy fall in revenue. Taking into account 
the anticipated surplus of 1 lakh, the net deficit at the close of 
1931-32, was estimated at .19,55 lakhs, "^he increase in taxation 
took the form of a sur-charge o f ^5 per cent on the rates in force, 
lowering of the exemption limit or the income-tax to Rs. TOW, 
curtailment offfieTSt ol goods imported free of dut y, the irnpositipn. 
of special rates ofTbty^ some imports (e.g., boots and shoes ^d 
artificial silk piece goods) and an enhancement of postal rates. 

The justification for the proposals for new taxation was that 
India had abandoned the gold standard, and financial stability 
was essential if public confidence in the currency was to be maintain- 
ed: “for once a country’s currency is cut adrift from the moorings 
of a stable standard such as Gold, it is particularly necessary to 
avoid getting into any sort of infiationeuy position resulting from 
a failure to balance current expenditure with current revenue.” In 
the concluding portion of his speech the Finance Member again 
referred to the connection between budgetary deficits, note printing 
and collaps of confidence in a country’s currency and said: “ We 
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want to erect a solid barrier against the possibility of India getting 
on to that slippery slope. That is the essential justification for our 
proposals.” 

The new proposals were meant not only for the remaining 
months of 1931-32 but also for the whole year 1932-33. The 
two years ending March 31, 1933 were to be considered together. 
It was anticipated that the year 1931-32 would close with a deficit 
of 10' 17 crores, but that in the following year a surplus of 5 '23 
crores would be realised. When the position was examined in 
March 1932, it was foimd that deterioration in revenue had in- 
creased the deficit in 1931-32 to 13‘66 crores; the surplus in 1932- 
33 was also not expected to exceed 2’ 1 5 crores. 

A year later, the actual figures for 1931-32 showed an 
raprovement of about 2 crores, while the surplus, realised in 1932- 
33 was 2,17 lakhs; so that on the combined result of the two years 
there was a deficit of 9,58 lakhs. On the other hand, provision 
had been made in these two years for reduction or avoidance of 
debt amounting to 13,73 lakhs. On the combined result of the 
two years then there was a surplus of receipts over expenditure other 
than reduction of debt amounting to 4, 1 5 lakhs. 

The changes in taxation in the budget for 1933-34 were of 
minor importance, relating to import duties on uppers of boots and 
shoes, asid artificial silk goods and mixtures. A surplus of 4,29 
lakhs was realised in 1933 -34 , of which 129 lakhs was set apart 
for Bihar earAquake relief, and the remaining 3 crores utilised for 
debt reduction. 

A deficit was anticipated in 1 934-35 , ^d this was met by 
Excise duties on sugar and matches, re-adjustment of tobacco 
duties and reduction in the import duty on silver from lYi to 5 
annas. As a resiJt of the anticipated deficit of 153 

lakhs was converted into a small surplus. 

The actual surplus realised in 1934-35 turned out to be much 
larger than had been zinticipated — ^ ^89 , lakhs. Owt of this sum 
Government set. aside- IW lakhs for distribution to the Provinces 
to be spent on sch emes for the economic develop ment and improve- 
ment of runJ jreas^ 
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Out of this crore, 10-15 lakhs were earmarked for placing 
the co-operative movement ‘ on sound financial foundations The 
remaining sum was distributed among the Provinces on the basis 
of rural population. Two conditions were imposed- — (a) the 
grant was to be spent on schemes approved by the Government 
of India which would improve the economic condition of the 
people, and (6) that it would be devoted only to schemes which the 
Local Government would not otherwise have been able to undertake 
in the immediate future. 

In addition to this grant of jOO lakhs to the Provinces, the 
Goyenunent of India, put of the realised surplus, made a special 
grant of 40 lakhs to thehj^eserve in the Road Development Fimd; 
a sum of Rs. 25 Isikhs was set aside for schemes of development 
in the N.W.F. Province, to be spent mostly on the construction of 
roads in the tribal area; a sum of 70 lakhs was provided for the 
development of broad-casting; 93 lakhs were provided for civil 
aviation, zind 36 lakhs were reserved for the transfer of the Pusa 
Institute to Delhi. The remainder of the surplus, 75 lakhs was 
to be used for debt reduction. 

For 1^35-36 agam, a surpl u s of 150 lakhs was anticipated. 
This was to be utilised for tax.-: i:£ductiop. To msie the smugglfiig 
of silver unprofitable the import duty on silver was abolished; the 
surcharges of 25 per cent on income-tax and super-tax imposed in 
the supplementary budget of 1931 were reduced by one-third. 
These tax reductions reduced the ant icipatedLsurplus of 150 lakhs 
to 6 lakhs . 

The surplus realised in 1 935-36 turned o^ to be 242 lakhs. 
Out of this 35 lakhs were spent on grants to the Imperial CouhciT of 
Agricultural Research, the Indian Research Fund Association for 
the prevention and cure of malaria, and for developing cottage and 
small-scale woollen industries. The remaining sum of 197 lakh s 
was t ransferred to the Revenu e R eserve Fund to help out the 
finances, of the first year of Prcwincial Autonomy. 

For J 936-3 7 a surplus of 205 lakhs was anticipated. This 
’was utilised for abolishing the tax on income between Rs. 1 ,000 
and Rs. 2,000, reducing to one-half the existing surcharge on super- 
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tax and income-tax, so that the remabing surcharge became ope- 
tliird of the origbal, and granting a concession b postal rates. 
These changes almost completely absorbed the anticipated surplus. 

Actually the revised estimates for 1936-37 showed a deficit 
of 197^ lakhs bstead of the anticipated small surplus of 6 lakhs. 
' Die ..deficit was largely due to the heavy fall b the customs receipts 
from imported sugar (145 leikhs). The budget figures for 1937- 
38 revealed a gross deficit of 342 lakhs (Revenue 79,99 lakhs 
and expenditure 83,41 lakhs). But allowbg for 1,84 lakhs in 
the Re venue Re serve Fund the ne t deficit was red uced to 1 58 lakhs. 

The financial situation gave cause for dissatisfaction. In 
1936-37 the Fbcince Member had prophesied that with the help 
of a Revenue Reserve Fund of Rs. 2 crores the Central Govern- 
ment could bear the cost of Provincial Autonomy in 1 93 7-38, and 
he had hoped that the normal growth of revenue thereafter would 
provide for the liabilities which the Central Government would have 
to bcur from year to year. But the Revenue Reserve Fund turned 
out to be somewhat less than he had expected, and revenue had 
shown a distbct falling off. The Fbance Member noted the 
followbg ‘ disquietbg ’ factors : — 

1 . The restriction of rural credit caused by the Indebtedness 
Bills had for the time bebg affected the purchasbg power of the 
cultivator ‘ with the bevitable effects on revenue ’. It had also 
dimbished the money-lenders’ profits. The Finance Member, 
however, considered this effect to be temporary. In the long run 
these measures were ‘ boimd to bcrease rural prosperity and the 
money-lender would, when prosperity returned, be able to employ 
Iris idle funds. 

2. Silver Imports were bcreasbg at the cost of imports of 
goods subject to a higher rate of duty. 

3. The height of the protective and possibly of the revenue 
duties as well was bringing about the bevitable dimbishing returns. 

As agabst these ‘ disquietbg ’ factors there were certain 
‘encouraging signs’ which did not escape the Fbance Member’s 
attention. Railway traffic returns were improving, the prices of 
prim ary products we re rising and there w as an ‘ almo st phenoniepal 
increase-- Jn exports of merchandise ’. Exports of Indian 
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merchandlise, in fact, increased from about 161 crores in 1935-36 
to 196 crores in 1936-37. In 1937-38, however, they fell to about 
181 crores (chiefly on account of the separation of Burma). 

On the whole the Finance Member took a hopeful view of 
the situation. He saw no reason * why the Niemeyer prognostica- 
tions should not be realised in the long run The Niemeyer 
programme could be fulfilled in ‘ the nearer future ’ by a modest 
addition to the resources of the Centre of Rs. 1 Yl or Rs* 1 Ya crores. 
How was this extra amount to be found? 

, It was found by increasing the sugar excise from Rs. 1-5 to 
Rs. 2 per cwt. The import duty on sugar was accordingly fixed 
at Rs. 7-4 per cwt. plus the excise at the enhanced rate. Secondly 
the duty on silver was raised from 2 annas to 7 annas per oz. 
The additional revenue thus obtained was Rs. 165 lakhs. The 
nelt .defi cit of Rs. , 1 58 lakhs. Jor 1937-38„was thus converted intp 
a small surplus of Rs. 7 lakhs. 


The surplus rea l ised, a c cording to the rewse d estimate s for 
1937-3 8, was 75 lakhs, thanks ma inly to the im provement in r ailwa y 
traffic and "cust oms receip ts. The liabilities incurred by the 
Central Government in 1937-38 turned out to be greater than was 
anticipated, 251 lakhs in the case of Burma and 198 lakhs in the 
case of the Provinces, or Rs. 449 lakhs in all. 

The distribution of Inc ome-tax receip ts under the Niemeyer 
Award began in_T937-38. The net surplus of t^Tailways tES 
3 rlSrwas expected to be 283 lakhs. This sum was added to the 
distributable Income-tax, 1 1,55 lakhs, which gave a total of 14,38 
lakhs. Deducting 1 3,00 lakhs from this total, 1 38 lakhs was the 
net amount which was available for distribution among the 
Provinces. 

The Finance Member, with justificable pride, dwelt on the 
sacrifices that the Central Government had made for the sake of 
the Provinces. Including the abandonment, of the contributions 
under the Meston Settlement, the Centre had relinquished to the 
Provinces more than 20 crores of revenue, and under the Niemey9i| 
Award it was under obligation to release a further 5 to 6 crores.l 

There was no addition to tax burd ens in the budget for. 1 938-| 
39. The revenue was e stima ted at .85 ,92 lakhs, (including 75 
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lakhs of the bdajice, for lSi7,-3,8} and ^pen^ at .85 ,83 lakhs, 
leaving a small surplus of 9 lakhs. The budget, in the words 
of the Finance Member, preserved the ‘ status quo ’, and might 
be called a ‘ dull one But, he added, “ it will be something 
to have achieved dullness in a world which is full of intense excite- 
ments — ^many of them of an extremely imdesirable character 

He realised that the greatest Ccure would be necessary in 
conserving the Central revenues if the Niemeyer programme was 
to be fulfilled, and stated that there could be ‘ no immediate expecta- 
tion of a devolution to the Provinces out of our present central 
resources beyond that provided in that programme 

The total provision for the Defence Services (Military 
expenditure) in the Budget for 1938-39 was Rs. 4.5^18 l^hs. 

The British Government have made a contribution of 80 lakhs 
(in 3 equal instalments) towards the capital cost of mechanising 
the British cavalry and infantry. TTie British Government have 
cilso agreed to forego the direct annual contribution of £1,000,000 
paid by India towards the naval defence of India. The conditions 
are that the Government of India maintain a sea-going fleet of not 
less than six modem escort vessels to co-operate with the British 
Navy for the deffence of India and, in addition, fulfil their responsi- 
bility for local naval defence of Indicin ports. 

Budget for 1939-40 

For J9 3 9-40 the estimated revenue is 82,70 lakhs and ex pen- 
d iture 82,65 lakhs, leaving a surplus of 5 lakhs. This_-surplus is 
the result of doubling the imtx)rt duty on r aw cotton. “ I shall 
no doubt be told said Sir James Grigg, “ that by this measure 
I am indulging my usual vendetta against an indigenous industry ”. 
But Government wanted more revenue, and raw cotton is * one of 
the extremely few items of the customs tarifl which shows an ex- 
panding yield ’ ; it is also hoped that the duty will promote the 
growing of the longer staples of cotton in India. Indian mills are 
at present importing over 700,000 bales of these varieties a year. 

Tlie net gain from t he-.ad£gttiomja£jhe-.* slahL-system, ’ will b e 
76 lakhs. There will be a decrease in the income-tax paid by 
individual assessees of 93 lakhs, but it is more than counter- 
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balanced by increases of 117 lakhs in super-tax from individuals 
and of Rs. 31 lakhs in income-tax and Rs. 21 lakhs in super-tax 
from companies* 

The scale of rates is that given in an appendix to the Income- 
Tax Enquiry Report of 1936. But Hindu undivided families with 
more than one adult married male ■will be treated in the same way 
as other Hindu undraded families, that is to say, the rates of tax 
will be the same for them as for individuals. Secondly it is 
proposed to abolish the Rs. 50,000 exemption limit for Company 
super-tcix. 

Revenue of the Central Government in Lakhs. 


Principal Heads. 

Customs 

Central Excise Duties 
Corporation Tax . . 

Taxes on income other than 
Corporation Tax 
Salt 
Opium 

Other Heads 
Total Principal Heads 
Railways, Net Receipts 
Irrigation 

Posts and Telegraphs 
Debt Services . * 

Civil Administration 
Currency and Mint 
Civil Works and Miscellaneous 
Public Improvements 
Miscellaneous 
Defence Services . . 

Contributions and Miscellaneous 
adjustments between Central 
and Provincial Governments 
Extraordinary Items 
TotalRevenue .- 
Defict ' > V ; , „ 

■V,;,, "Total . 


Accounts 

Revised 

Budget 

1936-37. 

estimate 

estimate 


1937-38 

1938-39 

« * 

43,93 

43,81 

51,45 

7,74 

7.76 


1,50 

1,55 

15,34 

12,12 

,12,42 

8.81 

8,35 

8,35 

48 

46 

45 

97 

1.00 

1.07 

77,04 

75,11 

75.41 

31.50 

32.72 

32,57 

6 

1 

I 

93 

1.15 

74 

40 

58 

66 

96 

100 

100 

1,19 

85 

67 

31 

32 

31 

1,71 

137 

155 

5,72 

532 

560 


67 

414 

375 

119,21 

122,57 

122,28 

179 

- • ■ 


121.00 

122,57 

122,28 
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Expenditure of the Central Government in Lakhs. 


Principal Heads. 

Direct demands on the revenue . . 
Capital outl^ charged to 
Revenue . . 

Railways, Interest and 

Miscellaneous charges (as 
shown in Railway budget) . . 
Irrigation 

Posts and Telegraphs 
Debt Services 
Civil Administration 
Currency and Mint 
Miscellaneous Public Improve- 
ments 

Miscellaneous 
Defence Services . . 

Contributions and Miscellaneous 
adjustments between Central 
and Provincial Governments . • 
Extraordinary Items 
Total Expenditure charged to 
Revenue 
Surplus 

Total 


Accounts 

Revised 

Budget 

1936-37. 

estimate 

estimate 


1937-38 

1938-39 

4,24 

3,75 

4,33 

I 


1 


31,50 

29,90 

30,02 

10 

11 

11 

82 

77 

80 

12,56 

14,84 

14,62 

11,27 

10,63 

11,31 

38 

39 

37 

2,52 

2,59 

3,12 

3,95 

3,86 

3,63 

50,67 

52,54 

50,78 


2,78 

3,16 

3,05 

19 

3 

2 

121,00 

122,57 

122,18 



9 

121,00 

122,57 

122,28 
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CHAPTER XXIV 


PROVINCIAL FINANCE 

Sir. Otto .Nismeyer igyie;w!£d_.lihe. present and, prospectke 
budgetary . positions ’ .of the CeatraL aad,.ProYincial Goyernments.m 
and before the introduction of Provincial Autonomy under 
tire Government of India Act of 1935. It was recognisedjiiat 
at .theJnaug uratio n_QLP rovincial Auto nomy ‘ each of the Provinces 
should be so eq ui pped as t o eniov a re asonable prospect of main tain- 
ing financial equilibrium ’ ; the chronic state of deficit into which 
some Provinces had fallen was also to be ended. To achieve i 
these aims Sir Otto Niemeyer was (i) to determine the extent to 
which the Provinces would need special assistance, (ii) to consider 
how far the Central Government was in a position to render such 
assistance without jeopardizing its own solvency, and (iii) to suggest 
to what extent and when it might be possible for the Centre to place 
additional resources at the disposal of the Provinces out of the 
proceeds of taxes on income. 

Sir Otto found that the Centr al and Provincial Government s 
had gradually reco vered from t he effects of the economic dep ression . 
though recov ery in the case of t he Pr ovinces was far from complete. 
The Centra LGoyernrnent. was en joying surpluses as compared with 
deficits of over 1 1 crores in each of the years 1930-31, and 1931- 
32 in spite of the abolition of pay cuts, and the remission of most 
of the i ncrease"' in rates of income-taxe s cmd in spite also of the 
annual surrender since 1934-35 of nearly 2 crores of jute export 
duty to the jute-producing Provinces. T he Provinces also showed 
a very substa ntial improvement o ver the deficit pos ition of 1 930^33.. 
partly due to die financial assis tzmce f ro m the Cen tre. 

Sir Otto, on the whole, took a favourable view of the financial 
situation. “ Consumption taxes in the Provinces”, he wrote, 

“ might reasonably be expected to rise with consumption taxes 
(Customs and Excise) at the Centre he anticipated some expan- 
sion of Provincial expenditure frcan the recovery of Provincial 
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resources, “ not all of which are, or need be static He concluded 
that, given prudent management of finances, adequate arrangements 
could be made ‘ step by step, to meet the financial implications of 
the Constitution,’ and saw no reason ‘ why a cautious but steady 
advance should not be achieved.’ 

His examination showed that some Provinces were intirisically 
better off than others, or needed less assistance from the Centre 
than others. The Provinces which stood most in need of hel^j 
were Bengal (‘clearly on a low standard’), Bihar and Orissa 
(‘poorest Province in India’), Central Provinces and the United 
Provinces. The immediate difficulties of the United Provinces 
were considerable. Sind and Orissa, the new Provinces, had 
‘ special problems of their owm 

Bombay received annual relief to the extent of about 90 lakhs 
from the separation of Sind; and Madras and Bihar., 
lakhs and 8 lakhs respectively from the separation of Orissa. 
“ Madras, Bombay and the Punjab ”, said Sir Otto ‘‘ have certain- 
ly not the lowest administrative standards in India He might 
have added that the Punjab was justly proud of possessing the 
highest administrative standards in India. 

Irrespective of the ultimate allocation of Taxes on Income 
Sir Otto recommended assistance of the following approximate 
annual amounts to the Provinces; Bengal 75 lakhs, Bihar 23 
Lakhs, C.P. 15 Lakhs, Assam 45 Lakhs (apart from 7 Lakhs in 
respect of Assam Rifles), N.W.F.P, 1 10 lakhs, Orissa 50 lakhs 
(plus 19 lakhs non-reciurrent) , Sind 105 Icikhs (plus 5 lakhs non- 
recurrent. United Provinces 25 lakhs. 

The subve ntion, in the case of Sind, is to remain at 105 lakhs 
fpX.a.period of nTiyssri 1946-47 inclusive) ; it will then 

diminish by 25 lakhs a year for 20 years, by 40 lakhs a year for 
the next 5 years, by 45 lakhs a year for the next succeeding 
5 years, and thereafter until the whole barrage debt is repaid by 
50 lakhs a year. When the debt has been repaid (i.e., in about 
40 years from fvmding in 1942) any remaining portion of the sub- 
vention will cease. 

Xhe total assistance, as shown above, amounted to 450 lakhs. 
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As against this sum, 258 lakhs were already provided in the budget 
of the Government of India for 1936-37 (N.W.F.P. 100 lakhs, 
Orissa 50 lakhs, Sind 108 lakhs). The additional cost to the 
Centre was thus about 2 crores annually. To this another sum of 
2^ 'crores was to be added- — this was the loss to the Central 
revenues due to the separation of Burma. Sir Otto thought that 
the Central Government could bear this burden, but he made it 
clear that in the next financial year there was little scope for ‘ relaxa- 
tion of revenue burdens’ unless economic conditions unexpectedly 
improved. 

Slather he recofflirmnded the^ ncellatio n of all debt . cootiacLed ^ 

with jhe Centre prior to 1st April, 193 6, of the following 
pro vinces:- — Bengal, Biha r, A ssam. N.W.F.P. and Orissa. |n 
the case of the Central Provinces, defcit debt as on 31st March, 

1936, and approximately 2 crores of pre-Reform debt was to be 
cancelled. The annual saving to the Provinces was estimated as 
follows: — Bengal 33 lakhs, Bihar 22 lakhs, Assam 15}/2 IsJchs, 
N.W.F.P. 12 lakhs. Orissa 9|/2 lakhs, C.P. 15 lakhs. 

The jute producing Proyinces already received 50 per cent 
of the net produce of the Jute Exp ort Dut y. Sir Otto recommended 
an increase of 1 2^/2 per cent in their share. This meant an addi- 
tional 42 lakhs for Bengal, lYi lakhs for Bihar, lYi lakhs for 
Assam and over Y 4 lakh for Orissa. 

To complete the required assistsince to the Provinces the 
following grants-in-aid were charged on Central Revenues: 
United Provinces 25 lakhs (for a fixed period of 5 years) , Assam 
30 lakhs, N.W.F.P. 100 lakhs (subject to reconsideration at the 
end of 5 years) , Orissa 40 lakhs (with 7 lakhs additional 
in the first year, and 3 lakhs additional in each of the next four 
years) and Sind 105 lakhs (for 10 years with 5 lakhs additional 
in the first year, then falling as stated above until the grant ceases 
entirely). 

The Income-Tax 

Of the total receipts, amounting to about 16 crpre§JaJ.92£K37 
from all forms of Income-Tax ( including Corporation Tax), Sir 
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Niemeyer fixed 12 crores as the amount divisible betwp pn 
the Ce ntre and the Province s (allowing for loss on account of the 
separation of Burma, cost of collection, and the portion of the 
receipts pertaining to the wholly Federal heads of Corporation Tax, 
Chief Commissioners’ Provinces and Federal emoluments). _He 
rec ommend ed an equa l division of 1 2 crores between_die Centre and 
the Units . But he recognized that in years immediately following 
the introduction of Provincial Autonomy, the Centre, in the 
interests of its own financial stability, could not relinquish a further 
six crores of its resources. He thought that the Centre would be 
able to consolidate its position in about 5 years; during t his init ial 
period he allowed the Centre to retain, in any year, out of the 
assigned 511 per cent share of the divisible Income-Tax receipts, tlre^ 
vdiole or such sum as was nec essary to bring the proceeds of th e 
50 per cent share accrumg tqjthe Centre together with any General 
BudgS^f^^ts From the Railw up to 13 crores, whicheyer 
was less. 


Sir Otto added two comments on these recommendations. He 
f ound that the rat es of Income-Tax and Super-Tax i n India , w' 
especially on the higher incom es, wer e ‘ by no mean s ejmessiye.’ 
He favoured the retention of .the remaining surcharge on the 
Income-tax, and the imposition of higher rate.s on the wealthie r 
commercial classes. Secondly, he recommended ‘ the thorough 


going overhaul of railw av - expenditure ’ an d _ co-ordin ation of 
various modes of transport, for the position of the railways w'as 
‘frankly disquieting.’ 

Sir Otto thought that within about ten years from the 
commencement of Provincial Autonomy the Provinces would be 
enjoying their full share in the divisible Income-Tax receipts. 

scale of distribution among the Provinces was feed 
partlv „ 0 B.. resid^e nce and partly on population . The percentage 
share of the different Provinces in Income-Tax is Madras 15, 


Bombay 20, Bengal 20, U. P. 15, Punjab 8, Bihar 10, C. P. 5, 
Assam 2, N. W. F. P. 1 , Orissa 2, Sind 2. 
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The Punjab and' the Niemeyer Award 

In an Express letter dated 30th April, 1936, the Punjab 
Government bitterly commented on the Niemeyer Award. Ignor- 
ing non-recurrent grants, relevant forms of assitemce from Centr al 
Revenues proposed or already given were ( i) c ash subvention , 

50 per cent Jute Duty (Hi) additioiiaLIZ^/? per cent jute duty 
(I'v) benefit from debt adjustments and ( v) prospective shares 
from Income-Tax. The Punjab Government calculated that out 
of recent and immediate relief amounting to 822 lakhs, the Punjab 
would get VI lakhs, or one-fifth of one per cent; out of a total 
relief estimated at 14,22 lakhs at the end of 10 years, the Punjab 
would get 49‘7 lakhs, or 3‘5 per cent. 

So far as immediate relief was concerned, the Punjab, far 
from gaining anything, would suffer a net loss. This was because 
the Government of India were withdrawing an assignment of 7 lakhs 
which the Punjab received on account of compensation for loss of 
Excise duty on Punjab liquors consumed in Delhi and the North- 
West Frontier Province: “In contrast with this” wrote the 
Punjab Government, “ every Province in India will get immediate j 
i'djefj.yaiying, fimLtheL. enormous sum _o^ the case of 

Bragal to. 2 1 ..lakhs in the case oiGentral Provinc es.” i 

No direct subvention wa s given to M adras and Bombay 
eithe r. But these Provinces got direct relief from t he separation 

of P rovinces and additional assistance from debt tr ansactions . 

“ The system of direct or indirect relief,” the Punjab Government 
ccsnpalined, “ is therefore universal, there being one exception only, 
and that the Punjab.” In paragraph 7 of their letter, the Punjab 
Government took an extremely depressinng view of the financial 
situation: — 

“ The position therefore is that unless agricultural prices rise, 
of which there is little, if any hope, t he Punjab Government rnust 
have increasing deficits, uniejs5 th§y -^§®^u' 

ment . This can only be done by stopping expansion in all directions, 
and by cutting down existing standards in many branches of the 
Administration. There is no question of starting on an ‘ even keel,’ 
or of the Punjab having, to some extent, ‘ to progress more slowly * 
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(paragraphs 4 and 1 0 of Report) . It must go back unless it gets 
assistance. 

The Punjab did not get the assistance it demanded. But, to 
judge lrom the budget estimates for 1938-40, the Punjab is not going 
back in air/ sense. In the course of his budget speech ( 1 938-39) the 
Finance Minister, while referring to increased expenditure on Bene- 
ficent Departments, said: “ We touch to-day a higher provision 
for the nation-building services than ever before in the financial 
history of this Province.” He claimed that in nation-building 
activity the Punjab easily led the Other Provinces. That it does 
so by over-taixing the cultivating proprietor is another matter 
altogether. 

Provincial Review. Punjab. 

Actually the Government of India made a contribution pf 
over 1! lakhs to the Punjab in 1938-39. This, with the, revenue 
surplus of 1936-37 and 1937-38, was used to create a special 
Development Fund of 55 lakhs. The object of this Fund is the 
prosecution of an. intensive policy of Development and reconstruc- 
tion roaiiily in rural areas. 

Estimated revenue in 1938-39 was about llj/i crores as 
against revenue expenditure of over 11-1/3 crores ; in 1 930-3 1 , 
revenue was a little over lOhi crores, and expenditure 1 1 crores. 
Of the total estimated expenditure in 1938-39, tlie Beneficent 
Departments accounted for 3*28 crores ; in 1921 -22 this expendi- 
ture stood at 1*70 crores,— -much more attention is being paid to 
Beneficent Departments than ever before. That is so not only m 
the Punjab, but, as we shall presently see, in the other Provinces as 
well. 

Attention may be drawn to the main constructive activities of 
the Punjab Government. The Haveli Irrigation Project has been 
completed. The road programme is being carried forward with 
increased speed, special attention being paid to village roads. 
Substantial expansion in the supply of Hydro-electric energy is 
being provided for. Special stress is being laid on girls’ education; 
vernacular education is being encouraged, while proposals are 
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being matured for the extension of the scope of the primary course. 
Increased grants are made for improving and equipping hospitals 
and dispensaries, and for fighting disease. The interest of animal 
husbandry are specially kept in view, and the number of veterinary 
hospitals is being increased. Co-operative staff has been strengthened 
and the work of consolidation of holdings is being pushed forward 
with increased energy. The Panchayat system of the country is 
being strengthened by the appointment of additional Panchayat 
Officers. For the relief of indebtedness it is proposed to establish 
one Debt Conciliation Board in every district. Industries have not 
been neglected. An industrial survey of the Province has been 
projected; the existing industrial schools are to receive additional 
equipment, and Government will per sue a more liberal policy in the 
matter of loans to industrialists. 

The Punjab has a net consolidated debt of 1 7 crores repay- 
able in 45 years in biennial equated instalments; in addition there 
is a further debt of 10 crores excluded from consolidation. The 
Pimjab’s own public debt is over 4 crores. 

I n the year 1937-38 the net benefit that accrued to the Punjab 
from ffie consolidation of debt wa s a little oyer 2-1^ lakhs. 

Bengal 

Bengal ,is.,a..su b st an tial gainer bjr Provincial. Autonomy. .Its^ 
immediate relief, amounts t o 243 lakhs a nnually. As we have seen, 
all Bengal’s debt contracted with the Centre prior to 1 st April, 
1936, has been cancelled. It was one of the Provinces that had 
fallen into a state of chronic deficits; in 1930-3 1 the deficit amounted 
to 154 crores. In 193&-39 T^engal had an estimated revenue of 
13,13 lakhs.,. ( 1930-31 . 966 la k h s), and an estima ted expen-diture 
of 1^24 lakhs _ ( 1 930-3 1 , 1 1 ,4 1 lakhs) . Thus there is substan- 1 
tial increase jn expenditu re a nd a mor.e-_5u bstantial increase in ] 
revenue. 

As compared wit h 1 937-38. there was an increase of 100_ 
lakhs in expenditure, chief increases being, civil works 21 lakhs, 
education 1 7 lakhs, Punblic Health 1 4 lakhs. Debt Consolidation 
12 lakhs. Agriculture 5 lakhs and Industries 4 lakhs. 
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Incidentally, the cost of Legislative Bodies (there are two 
houses in Bengal) 1ms very considerably increased. In 1930-31 
the cost of the Bengal Legislative Council was Rs. 1,51,000; the 
budget figure for both Houses in 1937-38 was Rs. 3,14,000, 
while that for 1938-39 it was no less than Rs. 13,32,000 (Legisla- 
tive Council Rs. 2,45,000; Assembly Rs. 10,87,000) . The cost 
of Members of the Assembly is Rs. 4,26,000 and of their Travel- 
ling Allowances 45 lakhs. 

Among the constructive activities of the Government of 
Bengal we notice first the work of Debt Consolidation Boards, 
appointed for scaling down debts. Since the inauguration of 
Provincial Autonomy, 1,631 such Boards have been created. It 
was proposed to create 2,000 more new Debt Conciliation Boards 
in 1938-39. 

In regard to agriculture^ scientific methods of cultiv a tion a re 
encouraged. An A gricultural Institute is to be established at 
Dacca, emd a District Agricultural Farm is to be started at 
Midnapore. Lfnion Board Farms have been organized for demons- 
tration of improved farming metliods. Marketing facilities are being 
improved. A re gulated market for i ute is to be established, and an 
e gg-gradi ng schem e is b eing consi dered. 

To facilitate adjustment of supply to demand^ prov isio n h as 
been for a iute cen sus. 

For the encouragem ent of small industrig a sc ientific Advisory 
Council is to be organized . The cottage industries which are speci- 
ally receiving attention are varnishes, enamels, lacquers. Japans, oil- 
colours, pciints and printers’ ink. Grants-in-aid to technical and in- 
dustricJ schools have been increased. The Bengal Tanning Institute 
and The Silk Technological Institute are to be re-organized. Bengal 
has also 8 peripatetic weaving schools. Denionstration parties 
demonstrate improved methods of cotton spinning and silk reeling. 

Enquiry is being made into the possibilities of generating., and 
s upplying electrical power on an extensive scale and distributing 
the energy at a moderate chzuge throughout the county side. 

An industrial and commercial museum is being organised. 
Moving exhibitions a re inte nded to p op ularis e indige nous go ods. 
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Rural water-supply is being improved, anti-malaria schemes 
are being developed, measures are being concerted to control leprosy, 
and elfort is being made to establish “ a net-work of rural treat- 
ment centres ” for the benefit of village people. 

Bengal wants more revenue for nation-building woi'ks- — “ The 
time is near at hand,” said the Finance Minister (Budget for 
1938-39) “ when we shall have to find new revenues if we are 
to advance our programme beyond the mere beginnings of national 
reconstruction that we are fortunately able to finance at the moment 
from our existing resources.” 

Sind 

Smd stai'ted its career as a new Province burdened with a 
heavy load of debt. The debt is of two classes, (a) the Lloyd 
Barrage and Canals Construction Debt, Rs. 24, 89 lakhs, and (h); 
the consolidated debt, Rs. 4,18 lakhs. The interest charges on 
the Barrage Debt amount to Rs. 1 16 lakhs annually. The repay- 
ment of the debt will begin in 1942 by means of annual instalments 
of Rs. 75 lakhs, in addition to the interest charge of at least a 
crore of rupees. 

The only new source of revenue discovered in Sind is a tax 
on horse-race betting. 

"Tjfie cottage industries which are being encouraged are hand- 
loom weaving, dyeing, soap-making, lacquer-work, pottery, tanning, 
and fishing. Data regarding unemployment are being collected. 
A smaller road programme is being developed. In regard to 
agriculture, efforts are being made to supply the best strains of 
seed for the main crops cind to multiply improved wheat seed and 
Sind Sudhar cotton seed on a larger scale than before. Touring 
mechanical assistants advise zamindars in regard the use of 
improved agricultural implements. A sum of Rs. 15,000 was 
provided in the budget for 1938-39 for the construction of model 
villages. The grant does not seem to be excessive. The Govern- 
ment were considering the institution of a ‘ policy of temperance re- 
form consistent with the maintenance of the public revenues.’ The 
price of Charas has been increased, and also diat of country and 
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foreign liquor. In addition country liquor has been made of 
‘ weaker strength.’ Is that fmr to those who drink? It might be 
considered cheating. 

On account of its heavy load of debt, the Government of 
Sind have to move cautiously. In the course of his budget speech 
(1938-39) Sir Ghulam Hussain Hidayat Ullah said: “Now 
what is our debt? 29 crores, that is nearly 12 times our average 
revenue. Now Sir, under this heavy debt load of 29 crores and 
a revenue of 2,40 crores, if we run at motor-car speed, we will only 
precipitate our fall.” He wanted to be popular, like his critics, 
the Opposition: “ But I will not say ‘After me, the deluge.’ If 
I introduce fanciful schemes, it will lead to our break-down, and 
then the fault will not be mine.” 

Bombay 

In Bombay, economy has been effected by cuts in allowances 
(2 lakhs) , in contigencies (3 lakhs) , and in grants to local bodies 
(10 lakhs). 

New sources of revenue tapped are a tax on tobacco levied in 
the form of a flat license fee for all retailers and a higher fee for 
whole-salers, and a levy of 3 pies per unit on the consumption of 
electricity in certain cities. The Government are considering the 
levy of a tax on the whole-scale sales of a small number of special 
articles. It has been found difficult to impose a graded tax on 
agricultural incomes on account of the danger of a further 
fractoriization of moderate-sized agricultural holdings. 

Government propose to give to individuals who may be land- 
less, or whose holdings are uneconomic, small and scattered tracts 
of certain waste-lands. How much waste-land is available for this 
purpose was not stated. 

The Anti-Drink Campaign was estimated to cost Bombay 
31-50 lakhs in 1938-39. 

The objects on which considerable sums are being spent are: 
the supply of drinking water for villages (10 lakhs) , assisting 
medical practitioners to settle down in villages (2 lakhs), rural 
medical aid institutions, promotion of Ayurvedic and Unani 
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education, development of cottage industries, and the feeder-road 
system (7 years’ programme) which will bring every village on a 
pucca road. Government propose to initiate certain industries to 
demonstrate their success before handing them over to the public. 
“ The paper-pulp industry may be an instance in point.” 

Industrial labour has not been neglected. There was a 
provision of AYi lakhs in the budget for 1938-39 for improving 
labour-housing accommodation, and of 1 leikh for creating social 
amenities for labourers who will occupy the Government Chawls. 
Non-Official v/orkers have been engaged to look after the welfare 
of tenants in the Worli Chawls. Tlie Factories Act and tire 
Payment of Wages Act have been exrended to the smaller 
factories employing ten or more labourers. Creches have been 
made compulsory in all factories employing more than 100 female 
labourers. Government also propose to introduce legislation to 
regulate and settle trade disputes. 

A new experiment is that of the training of a Volunteer. 
Police Force. 

It seems that the Congress Finance Minister, on assuming 
charge of the finances of the Province, had high hopes of relieving 
the burden of taxation on the poorer classes of peasants by taxing 
the wealtheir classes. The Govemmeiit were ultimately to cease 
taxing uneconomic holdings, and a graded tax on the higher agri- 
cultural incomes was to be imposed. Further, public utility 
services, e.g., electricity, were to be nationalised, and profits 
appropriated ‘ for the good of the community as a whole.’ The 
Finance Minister did not take long to discover his limitations. The 
critics, however, did not fail to remind the Congress Government 
of its election pledges. Mr. S. V. Parulekar, in the course of the 
debate on the budget for 1938-39 said: “ 65 per cent of the popula- 
tion is composed of peasants. First, let me take the class of cultivat- 
ing owners. Has the budget reduced the burden of land revenue on 
uneconomic holdings? No, nor does the Government propose to 
do it in the near future. . . .... .the Budget is a betrayal of the 
promises made by the Congress Party in their Manifesto.” 

The Manifesto had talked of ‘ giving immediate relief to the 
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smaller peasantry by a substantial reduction of agricultural rent and 
revenue now paid by them, and exempting uneconomic holdings from 
payment of rent and revenue.” 

Naturally Dr. B. R. Ambedkar, the well-known Depressed 
Classes leader wanted to know why the Finance Minister had 
‘eaten up his words’? “Who has compelled him to do it? 
(Hon’ble Members: ‘Vallabhai’ (‘Shegaon’).” 

The answer of the Government to these charges was simple 
and eifective: “We cannot mint new rupees, or print new 
currency notes.” 

Madras 

As compared with 1936-37 the revenue of Madras has 
increased by I4J/2 lakhs, and expenditure has been reduced by 
SYz lakhs. The abolition of the summer move to the hills has 
saved Rs. 50,000 annually. For new entrants into Government 
service reduced scales of pay have been introduced as in other 
Provinces. At present the annual savings on this account are 
small — Rs. 41,000 in the budget for 1938-39. 

A new source of revenue is the Sale of Cloth Act (hand-loom 
products) . Those who sell the products of the hand-loom have to 
pay a license fee of Rs. 2 or Rs. 5. The revenue estimated from 
this source is 1 lakh. 

Prohibition was introduced in the Salem District in 1937-38; 
it is to be extended to two more Districts. The loss of revenue in 
1938-39 is estimated at 26 lakhs. 

Land revenue remissions in the budget for 1938-39 amount 
to 73 lakhs. 

Special attention is being paid to the . improvement of rural 
water-supply, building and road works, water-supply and drainage 
schemes in towns, anti-malaria and anti-plague measures, cancer- 
treatment facilities in Headquarter hospitals, teaching of Hindustani, 
fruit cultivation and nurseries, veterinary dispensaries, scaling down 
of debts by means of debt relief enactments, hand-weaving and 
hand-spinning, hydro-electric projects and “supply of bedding for the 
first time to under-trial prisoners in public lock-ups ”. 
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Fifty lakhs were provided in the budget for 1938-39 for loans 
to peasants and 7'27 lakhs for loans to agriculturists e.g. “ for the 
erection of better dwelling houses.” 

In concluding his budget speech Mr. C. Raja Gopalchariar 
said: “A land revenue remission again this year of three-quarters 
of a crore, the initiation of the ear-marked fund at the back of a 
plcmned policy of rural water-supply with a substantial start of 
1 5 lakhs of rupees, half a crore to be utilized in the coming twelve 
months for redemption of the debts of the small peasantry, a fifty 
per cent reduction of grazing fees and the extension of prohibition 
to two more districts are, I believe, enough to commend this budget 
that I have the honour to present to this House.” 

The United Provinces 

The estimated revenue of the United Provinces in 1938-39 
was 13,02 lakhs (11,92 lakhs in 1936-37 and 11,97 lakhs in 
1930-31), and the estimated expenditure 13,17 lakhs (12,29 
lakhs in 1936-37 and 12,88 lakhs in 1930-31). I'his Province 
gets a cash subvention from the Central Government of 25 lakhs. 

Economies have been effected which have meant a saving 
of 20 lakhs. No new sources of revenue have so far been tapped. 

The sale of all excisable articles, liquors or drugs, except for 
medicinal purposes, has been prohibited in two districts, Mainipuri 
and Etah. The loss of revenue is estimated at 15 lakhs. 

The chief forms of constructive, nation-building activity in 
this Province are the following: — 

(a) Agriculture. 500 centres are to be started, each with 

one seed, fertilizer, and implements store. Insti’uc- 
tion in improved methods of agriculture will be 
given on 15,000 demonstration plots. Increased 
attention is being paid to fruit cultivation and sheep- 
breeding. A scheme is being developed for the 
reclamation of usur lands by treatment with 
molasses. 

(b) Medical. 100 allopathic and 200 Unani and Ayur- 

vedic rural dispensaries are to be opened. It is 


651 



INDIA BEFORE AND SINCE THE CRISIS 

hoped that 500 centres would be equipped for 
medical relief. 

(c) Cottage industries. 7 lakhs were to be spent in 1938-39 

for supplying raw materials and implements to 
cottage workers, for the marketing of products, and 
on instruction by competent instructors. In addition 
1 lakh was to be spent for the improvement of the 
gur industry, and TO lakhs for the hand-loom 
industry. Attention is also being paid to the 
improvement of the khadi woollen industry, and 
hand-made paper. One lakh was provided 
for grants to young men for starting new industrial 
and other undertakings. Schemes are being pre- 
pared for the proper utilisation of molasses. 

A mineral survey of the Province is to be carried out, and 
flying is to be encouraged by the training of 5 or 6 pilots for the 
United Provinces Flying Club. 

(d) Cattle welfare and Animal Husbandry. It is pro- 

posed to establish immediately at least one vetere- 
nary hospital in every tehsil, and it is hoped that 
100 new veterenary dispensaries will be opened. 
New co-operative dairies and cattle-breeding centres 
are to be started; 1,600 more bulls are to be distri- 
buted for breeding purposes. 

(e) Schemes are being matured for the improvement of 

pure water-supply. 

(/) Co-operative marketing schemes are being considered, 
and a Central Provincial Co-operative Bank is to 
be established. 

(g) Ten lakhs have been provided for a campaign against 
illiteracy. The Wardha scheme is to be tried in 
suitable centres. Circulating Libraries are to help 
in the dissemination of knowledge. In a few 
selected centres District Boards will make provi- 
sion for refreshments for ill-nourished children in the 
Primary schools. 
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The Finance Minister complained of difficulties in reducing 
expenditure: “ But of our total annual revenue more than 4 crores 
is absorbed by charged expenditure, super-annuation allowances 
etc., and this expenditure is unavoidable. There is another 4 
crores which is not entirely under our control.” 

Bihar 

For 1 938-39 the revenue and expenditure of Bihar were esti- 
mated at 498 lakhs and 494 lakhs respectively as compared with 
470 lakhs of revenue and 482 lakhs of expenditure in 1936-37 
(estimates as presented) . Bihar receives no cash-subvention. 

The Province received a paltry amount of over 13J/2 lakhs 
as share of the Income-tax. “ However helpful this amount,” said 
the Finance Minister, “ it must be admitted that it is like a drop 
in the ocean when the needs of the Province are considered.” 
Their ‘ sheet-anchor for the time-being ’ is a proposed tax on 
agricultural incomes, which is expected to yield 40-50 lakhs. How 
the Bihar Government, in taxing higher agricultural incomes, will 
avoid the danger of fractionisation of moderate-sized holdings, is 
not known. 

Legislative measures taken to ameliorate the condition of the 
peasantry are: — The Bihar Tenancy Act designed to give relief 
to tenants, the Chhota Nagpur Tenancy Amendment Bill on the 
same lines as the Bihar Act, Money Lenders’ Bill whose object 
is to ensure honest dealing between the debtor and the creditor, the 
Debt Conciliation Bill, to scale down debts, and the Sugar 
Factories Contract Act to secure a fairer return to cane-growers. 

Demonstration work is undertaken in this Province, parti- 
cularly in connection with wheat, rice, fruits and irrigation appli- 
ances. Encouragement is given to subsidiary agricultural 
industries, and cultivation of fruit trees ; the use of improved seeds, 
manures and implements is being popularised, young men are to 
be trained in practical agriculture, and schemes of ‘ all-round rural 
development ’ including education, co-operation, village industries 
and reorganisation of vllage life are being considered. 


653 



INDIA BEFORE AND SINCE THE ORISIS 


Active measures are being taken to combat floods — ^it is pro- 
posed to utilise surplus flood- water for irrigation in the dry season. 
Chhota Nagpur is to try irrigation by means of electrically worked 
tube-wells. 

Small-scale industries which are receiving Government atten- 
tion are, tanning, leather goods, weaving, dyeing and printing, 
basket-making, woollen industries, eri-silk-rearing and spinning in 
rural areas, rope-making, designing and making of fancy baskets. 
Jails are to be ‘ industrialised ’ chiefly through the instrumentality 
of the Charkha. 

Education is being ‘ expanded ’ and improved, special scholar- 
ships being reserved for Harijans and aboriginals. Schemes are 
being matured for ‘ covering the Province with a net-work of 
libraries,’ both fixed and circulating. Suitable literature will be 
produced for village folk. 

Medical relief is to be extended and measures to improve 
public health are to be adopted. In this connection a ‘ Nutrition 
Scheme ’ has been evolv^ — The object of this scheme is to 
suggest adequate diet at minimum cost and to advise on the best 
possible diet for the money spent for the population at large. 
People would then be able to plan out their own diet within their 
resources.” 

No special remedies to deal with unemployment are being 
considered, since the various schemes mentioned above “ are calcu- 
lated to open up fields of employment, particularly for the educated 
classes.” The Finance Member did not indicate the extent to 
which unemployment would be reduced by the new schemes. 

The concluding reflection of the Finance Minister was that 
“ within the narrow range of our Provincial resources nothing 
better was possible.” 

Orissa 

The revenue of Orissa is less than 2 crores, including a cash- 
subvention from the Central Government of 43 lakhs. 

This Province has adopted a programme for providing rural 
areas annually with KXX) new wells. Village cow-herds are being 
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trained for improving animal husbandry. Increased attention is 
being paid to improving the quality of seeds. A three-year pro- 
gramme has been adopted for fruit cultivation; the cultivation of 
betel-nut, tobacco and of second and third paddy crops is to be 
extended. To bring down the price of jaggery (which is import- 
ed into this Province from Bihar), Government will supply cane- 
crushers to peasants at the cheapest rate. 

Both small-scale and large-scale industries are being 
encouraged. Among the former may be mentioned the production 
of gur from palmyra juice and date trees, heind-made paper, hand- 
pounded rice, extracting oil from waste-timber, horn industry, and 
filigree works. It is proposed to establish a village industries 
Institute at Cuttack. 

As regards bigger industries, we notice a proposal to establish 
a sugar factory in flood-affected areas to encourage the cultivation of 
flood-resisting sugar-cane. A paper factory is also to be set up. 
Coir-making and fruit-preservation are to be developed, and 
certain kinds of oils are to be used for soap-making. The manufac- 
ture of salt in certain areas is also suggested. 

Like several other Finance Ministers, the Finance Minister of 
Orissa has also found that “ Our wants are many, but our resources 
are limited.” 


Assam 

Assam’s claim to a share in the excise duty on petrol produced 
in this Province was not admitted by the Government of India. 
The Finance Minister said: “Something must, however, be done 
if the Government is to meet the insistent demand for improving the 
educational, hygienic and economic improvement of the masses.” 
Assam receives a cash-subvention of 30 lakhs. Tlie estimated 
revenue in 1938-39 was 264 lakhs and expenditure 269 lakhs. 

Central Provinces and Berar 
In this Province rent and revenue of small holders have been 
reduced by 12^ per cent 
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The objects bf new or increased expenditure are village uplift 
and rural reconstruction schemes, indigenous systems of medicine, 
cattle-breeding farms, experimental schemes of sheep-farming, an 
industrial survey of the Province, building of quarantine stations 
in two districts, and the establishment of three more Land Mort- 
gage Banks. 

The Vidya Mandir Scheme is expected to ‘ furnish the key 
to the solution of the problem of spreading mass education.’ 

The Finance Minister stmck ‘ a note of warning ’ in dealing 
with impatient critics of his administration: “ I appeal to them 
to bear with us in our difficulties which are none of our making .... 
... .A budget of 4% crores is all too small for the needs of the 
Province with its population of 16 millions.” 

North-West Frontier Province 

The total assistance to this Province from the Centre amounts 
to 110 lakhs, including a cash-subvention of 1 crore. And yet 
the Finance Minister wants more. The only other source of income 
discovered is Tobacco Vend Fees Act, which is not expected to 
yield much. In his budge speech ( 1 938-39) the Finance 
Minister complained that the amount of the subvention ‘ did not 
provide for normal expansion and for new items of expenditure on 
beneficent and nation-building schemes. As a result, very little 
has been done in this Province by w'ay of constructive activities 

“ this state of affairs calls for early redress; it has been 

continued beyond the limits of our endurance, and we have been 
forced to re-open the case with the Central Government He 
aptly ended his speech with the couplet: 

Cho ’ashaq me shudam guftam j^e budam gauhar-i-maqmd, 
Na danhtam \cin daf^a chemauj-ibeliiTan darad. 

■ General conclu sion s on the morning of Provin cial 
A utonomy 

We may summarise our conclusions on the working of 
Provincial Autonomy as follows: — 

1 . In a t echnical sqnso thfi_ aim. xtE . . the. J^ifi meyer Repo rt 
and Award has been . achieved,- The s t ate of 
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chronic defecit in which certain Provinces had.fallen 
h^TeSTenc^'; ^ruuiaalstSility in the case of all 
Provinces has been attained; their resources have 
materially increased, and they have started their 
career as autonomous, entities on an ‘ even kegh’ 

2. There is no major Province in which increased spending 

power is not bemg utilised for the e xpansion of 
constructive, natio n-building activities. This is true 
both of the Congress and non-Congress Provinces. 
In every Province there is a keen desire to promote 
the well-being of the rural masses and to augment 
the sources of wealth production in order to increase 
the income of the people. This task is being 
attempted in each Province within the limits of the 
resources of the Province. 

3. But ve ry little has been done .to red uce the burderi„pT 

rmal tex ation . The remissions in land revenue . 
where they have b ee n gra nted, a re in a dequ ate. 1 1 
is most remarkable thaf inspite of the heavy fall of 
prices since 1928-29, which has made cultivation 
over a large part of the country improfitable, the 
total amount of land revenue realised in the Pro- 
vinces at tlie present time is about the scune as in 
the pre-depression year 1928-29:— 
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Land Revenue in Lakhs Rs. 

1928-29. 

1938-39 (Budget). 

Madras . . 

. . 525 

499 

Bombay ^ 

. . 

340 

Sind j 

. . 485 

32 

Bengal 

.. 327 

351 

U. P. 

. . 604 

612 

Punjab 'I . . 

. . • • 

294 

N. W. F. R / . . 

. . 278 

20 

Bihar 1 

.. 174 

135 

Orissa f 

. * . • 

48 

C R 

.. 219 

249 

Assam 

.. 117 

121 

Total 

.. 27,29 

27,01 


4. While the attempt to increase the income of the people 

by the improvement of agriculture and the marketing 
of agricultural produce deserves all praise, the main 
somce of the agriculturist’s income is the prices at 
vyhich his crops are sold, and prices are beyond ^ 
control of Provincial Governments. 

5. Cottage industries_ are being promoted in all Provinces, 

but they have little chance of survival in competition 
\«tH machine industries. The development of factory 
industries depends on conditions determined by the 
Government of India. 

6. The prob lem of indebtedness of the peasaiitry remams 

unsol ved. The action taken in certain Provinces, e.g. 
the Pimjab, is tending to destroy ..the foundations of 
rural credit. 

7. There is no .Province which could not usefully increase 

its ex penditure on natio n-buil di ng a ctivit ies, in reliev- 
ing indebtedness, and in reducing the burden of xural 
taxation. But no i mportant new sources of revenu e 

haysJbmijdktoyered^ Tire of 

ftovincial revenues are largely rigid and inel astic . 
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8 . 

9. 


Expenditure, like revenue, is largely inelastic, the scope 



Democracy has both a pleasant and an unpleasant 
aspect. Provincial Autonomy in certain Provinces 


is a direct cause of growing communal tension. TEe 
cost of Legis lativ e Bodies has mater ially incre ased . 
Democracy is a costly luxury. What the Pro- 
vinces require is cheaper administration. So far as 
the good of the people is concerned, it is doubtful 
if the present Unionist or a future Congress Govern- 
ment in the Punjab, imder the existing economic 
system, would be able to do more for the people in 
the next fifty or hundred years than what the 
irresponsible bureaucratic administration achieved in 
30 years in pre-Reform days. The only satisfaction 
that we now have is that we are governing ourselves. 
But it is government under conditions which bar 
real progress. So far as members of the Legislature 
are concerned, most of them may be described as 
practically illiterate, and they are guided in their 
legislative activities by Party or even communal con- 
siderations. Is Democracy worth its cost? 


Provincial Budgets, 1939-40 

We have discussed Provincial budgets for 1 938-39 in some 
detail as they were the first budgets of autonomous Provincial Gov- 
ernments. Briefer notice is sufficient for the budgets for 1939-40 
since they do not reveal ainy new situation. Everywhere the work 
of nation-building described above is being pushed forward. The 
p rohib ition programme is bei ng ze alously pursued particularlx. in 
two provinc es, Madras and Bombay . T he cost of prohibition m 
Madras, i s.. estimatec Tat 65 laklw wWIe in Bpnrbay the loss on this 
account is e stimated at 150 lakh s (which may be contrasted with 
the reduction in land revenue of 40 lakhs). Bengal and__Sin,d 
budgets show slight-surpluse s. Bihar b u dget is ‘ just balanced, and 
only just balanced ’ in the words of the Bihar Finance Minister. 
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Deficit budgets have been presented in the United Provinces (38 
laidis) , Orissa ( 18 iakhs), Madras (17 lakhs) , Bombay (28 lakhs) 
and Pimjab (29 iakhs) . Proposed nev' tazes in these provinces 
are: Un'ted Pro’iinces, a tax of 2 As. per gallon on the sale of 
petrol, and an employment tax on persons drawing a salary of 
Rs. 2,500 or more (the unemployment tax is objected to by the 
Central Government as ultra vires) ; Madras : a tax on tobacco, a 
tax on the sale of goods generally, and an entertainment tax; taxes 
on the sale of petrol and the sale of electricity are also contemplated; 
Punjab: a tax on the sale of motor spirit and lubricants; Bombay: 
(i) enhanced fee on conveyances in urbem areas; (n) enhanced 
electricity duty in Bombay and other cities, (Hi) urban immovable 
property tax at 10 per cent of the saleable value of such property 
(expected to yield 1 18 lakhs in Bombay), (iv) sales tax on petrol, 
and (v) a tax on cross-word competitions (expected to yield 5 
lakhs) . The new taxation, particularly in Bombay is heavy. 

It may be doubted whether it was advisable to forego consider- 
able excise revenue when Provincial Governments were financially 
not in a position to do so. And a great part of the additional 
taxation will be utilised not to give relief to the peasantry but to make 
good the loss of excise revenue. No great harm to the country as a 
whole would have resulted had topers been permitted to get drxmk, 
as before, for a few years more. Drink is not such a serious evil in 
India as in Western countries. 

Tire Punjab deficit is entirely due to famine in Hissar. Famine 
^so converted an anticipated surplus of 7 lakhs in 1938-39 into a 
deficit of 27 iakhs. Direct expenditure on account of the famine 
amounted to 27 lakhs in 1938-39 and is estimated at 39 lakhs in 
1939-40. Remissions and suspensions of revenue account for a 
further sum of 28 lakhs in 1938-39 cind 16 lakhs in 1939-40. 

The Haveli project has been completed at a cost of about 
3 1 /2 crores in less than half the time originally contemplated and 
with considerable savmg in expenditure The construction of the 
Thai Project is to begin at a very near date, and the Finance 
Minister spoke in ‘ definitely hopeful terms ’ of the Bhakra Dam 
Scheme. When the latter two projects are completed, ‘ it would be 
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literally correct to say ‘ in the words of our Finance Minister, * that 
every available ounce of water in our riyers stell have been 
utilised ’. 

When the Bhakra scheme materialises (estimated cost 12 
crores) Hissar and Rohtak will have been protected against the 
worst terrors of famine. 
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Provnoal Budcets. revenue 193&.39 m Ukhs of Rs. 


3Pti!iC5ip2>l Headte of 
Reveann©* 

fTaxes on income oilier 


c 

D- 


g 

CQ 


Om 


^ i c 

I ■i rl 

CQ S 


CQ 

Cu 

u 


Ou, 

lu 

z 


1 


than corporation taxes 

1938-39 

1936-37.. 

— 

26 

20 

25 

21 

18 

6 

3 

1 

— 

Land Revenue. 

1938-39 .. 

1936-37 .. 

294 

297 

351 

354 

612 

565 

340 

344 

499 

476 

135 

48 249 
254 

121 

130 

20 

22 

32 

41 

Provincial Excise. 

1938-39 . . 

1936-37 . . 

104 

104 

150 

136 

136 

153 

298 

325 

389 

396 

102 

32 64 

^ 64 

36 

36 

9 

9 

31 

35 

Stamps. 

1938-39 . . 

1936-37 .. ••• 

91 

90 

290 

302 

147 

163 

143 

147 

186 

195 

102 

18 45 

_ 50 

20 

18 

8 

8 

17 

19 

Forests. 

1938-39 . . 

1936-37 .. 

24 

22 

19 

18 

48 

44 

40 

48 

45 

48 

7 

4 49 

^ 48 

17 

17 

5 

4 

7 

7 

Regislrahon. 

1938-39 . . 

1936-37 .. 

10 

9 

24 

24 

11 

10 

15 

15 

37 

31 

13 

2 7 

— 5 

2 

2 

1 

1 

2 

2 


3 

I 


2 2 
2 

— 3' 

-- .3 

12' 38': 
12 ., 90 


Receipts under Motor 

Vehicles Taxation Acts. 54 _ 5 

1938-39.. •• 7 1 _ 41 49 - - ^ 

193637 .. '• ' 

Other Tastes and Duties. .43 3 — — 5 

1938-39 . .. *• ^ ^ ^ ^ ^ 

193637.. *• * 

(Net) irrigation. _ |Q 4 18 9 — 

“ m -^152 ^ 123 ^ - 

1936-37 .. •• 

193839 .. . _ -- >- — 

. .. 193637. .. ■••. — . — , — 

Grants in aid from 

Gjntral Government. 4 ^ 30 100 103 

193839 . . ^ - v- .'. — : . 100 125 

193637 .. ' 

•■ 1127 1214 1192 1241 1576 - - 471 253 1/5 

‘‘‘Includes Ben^aTs share of /ute DufJ). 
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Provincial Budgets* 

Expenditure in Lakhs* 
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es 
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Punjab. 



x 

CR 


Orissa. 


Assam. 





Bengal 

da* 

D 

tsS 

M 

I 

03 

ei 

i-t 

-0 

s 

<5 

.x: 

s 

cu 

o 

3 

in 

; "of 

General Acimimstralion. 












1938-39 

.. 115 

176 

145 

81 

282 

68 

30 

71 

34 

23 

24 


1936-37 .. 

.. 109 

134 

150 

105 

280 

— • 

— 

70 

28 

21 

2! 


Police. 













1938-39 .. 

.. 125 

226 

167 

142 

16! 

81 

24 

60 

31 

34 

40 , 


1936-37 .. 

.. 126 

227 

168 

143 

161 

— 


61 

30 

32 

39 


Education. 













1938-39 

.. 163 

154 

211 

191 

262 

69 

27 

58 

36 

23 

31 

ent 

1936-37 .. 

.. 158 

131 

206 

160 

256 

— 

— 

53 

35 

21 

28 

Medical. 












6; 

1938-39 

53 

59 

36 

46 

98 

22 

9 

18 

15 

7 

8 

itor 

?!, 

1936-37 .. 

47 

49 

34 

42 

93 

— 

— 

15 

14 

7 

7 


Public Health. 













1938-39 .. 

18 

47 

23 

32 

39 

11 

3 

5 

9 

3 

3 


1936-37 .. 

11 

34 

22 

23 

24 

— 

— 

4 

7 

1 

2 


Agriculture. 












m 

1938-39 .. 

40 

^36 

71 

15 

23 

9 

2 

10 

6 

*5 

9 

1936-37 .. 

31 


27 

14 

22 

— - 

— 

9 

5 

^5 

6 


Industries. 













1938-39 .. 

20 

2! 

21 

12 

27 

11 

3 

3 

3 

1 

2 


1936-37 .. 

15 

14 

15 

7 

23 

— 

— 

3 

2 


I 

eals 

Population Million 

23*6 

50*1 

48*4 

18*0 

44*0 32*4 

8*3 : 

15*3 

8*6 

2*4 

3*9. 


Total Expenditure 

charged 












to revenue. 













1938-39.. 

.. 1149 1324 1317 1250 1598 ■ 

494 

195 

481 

269 

187 

359 


1936-37 .. 

.. 1064 1174 1229 1201 1596 

— 

— . 

482 

292 

ISO 

360 



: 82 ; 


•Includes Veterinary and Co-operation. 
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Punjab. Land Revenue and Irrigaticm (^Lakhs). 



B. Estimate. 

Revised 

Accounts. 

Accounts. 



estimates 




1938-39 

1937-38 

1936-37 

1935-36. 

Land Revenue, Gross 

.. 479 

479 

487 

473 

Deduct portion of land 

revenue 




dtw Ifl irrigation ^ , 

.. 186 

187 

m 

195 

Net Land Revenue 

.. 294 

292 

297 

278 

Iriigation works for which 

capital 





accounts are kept:- — 


Direct Receipts 


431 

437 

431 

415 

Indirect credits (land revenue due to 
Irrigation) 

186 

187 

190 

195 

Gross amount 

. . 

616 

624 

621 

609 

Deduct working expenses 

•- 

166 

166 

181 

184 

IrrigaUda^ 

- 

450 

457 

440 

426 

Irrigation worb for which no Capital 
Accounts are kept * . 

I 

2 

2 

2 

Total Irrigation 


451 

459 

442 

427 

Add Land Revenue .. 

^ * 

294 

292 

297 

278 

ToTAt 


745 

751 

739 

705 


1928-29 

1929-30 

1930-31 

1931-32, 

Land Revenue, Gross 

A 

454 

457 

459 

371 

Deduct land Revenue due to Irrigation 

176 

199 

190 

170 

Nd Land Rtfvawm ^ 


278 

258 

269 

m 

Add Irrigatioii, Net ^ 


374 

394 

3^ 

41 1 

ToTAt 

0^m 

652 

652 

01 

613 
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Agriculture, distribution of crops, 88; State in relation to, 95i yield of 
principal crops, 87 ; pressure on, 1 3 et seq. 
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